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EDITORIAL 


During the hearings, conducted by the 
committee on banking and currency of 
the United States senate, upon the 
causes of the Kreuger & Toll disaster, Frank Altschul, chairman 
of the stock-list committee of the New York stock exchange, 
introduced in evidence a report prepared by a committee of the 
American Institute of Accountants. This committee, to which 
reference was made in these notes in February, is known as the 
special committee on codperation with stock exchanges. Its 
labors have been consistent and tireless and, as our readers know, 
it is largely to the efforts of this committee that the tremendously 
important rule of the stock exchange requiring independent audit 
is due. The report to which we now refer is simply a carrying 
forward of the principles of sound and informative accounting, 
and it is consonant with the desire of the stock exchange that in- 
vestors and others who have an interest, direct or indirect, in the 
companies whose securities are listed by the exchange shall be 
given all the information which is necessary to enable them (the 
investors and others) to appraise the values and to estimate the 
prospects of listed companies. The report was distributed to all 
members of the American Institute of Accountants on January 
20th, four months after the date of its original presentation to the 
stock exchange. The delay in making public was intended to 
enable the stock exchange to bring the matter confidentially to 
the attention of accountants and of some corporations to the end 
that suggestions or criticisms might be presented and considered. 
When the document was introduced before the senate committee 
it became a matter of public record and the stock exchange con- 


161 


A Splendid Accom- 
plishment 














The Journal of Accountancy 








sented to general publication. In brief the report is summed up 
in its second paragraph which reads as follows: 


“It (the committee) believes that there are two major tasks to 
be accomplished—one is to educate the public in regard to the 
significance of accounts, their value and their unavoidable limita- 
tions, and the other is to make the accounts published by corpora- 
tions more informative and authoritative.” 


After reviewing some of the common 
Two Plans Con- ; " ; 
sidered causes of public misunderstanding of 
established accounting standards, the 
committee proceeds: 

“‘In considering ways of improving the existing situation two 
alternatives suggest themselves. The first is the selection by 
competent authority out of the body of acceptable methods in 
vogue today of detailed sets of rules which would become binding 
on all corporations of a given class. This procedure has been ap- 
plied broadly to the railroads and other regulated utilities, though 
even such classifications as, for instance, that prescribed by the 
interstate commerce commission, allow some choice of method to 
corporations governed thereby. The arguments against any at- 
tempt to apply this alternative to industrial corporations gener- 
ally are, however, overwhelming. 

“The more practicable alternative would be to leave every 
corporation free to choose its own methods of accounting, within 
the very broad limits to which reference has been made, but to re- 
quire disclosure of the methods employed and consistency in their 
application from year to year. It is significant that congress in 
the federal income-tax law has definitely adopted this alternative, 
every act since that of 1918 having contained a provision that the 
net income shall be computed ‘in accordance with the method of 
accounting regularly employed in keeping the books of such tax- 
payer’ unless such method does not clearly reflect income. In its 
regulations the internal revenue bureau has said: ‘The law con- 
templates that each taxpayer shall adopt such forms and systems 
of accounting as are in his judgment best suited to his purpose.’ 
(Reg. 45, art. 24.) The greatest value of classifications such as 
those imposed on regulated utilities lies in the disclosure of 
method and consistency of method which they tend to produce.” 


The report closes with a series of four 

Definite Proposals specific recommendations as follows: 
for Reform 
“To summarize, the principal objects 
which this committee thinks the exchange should keep constantly 
in mind and do its best gradually to achieve are: 
“1. To bring about a better recognition by the investing public 
of the fact that the balance-sheet of a large modern corporation 
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does not and should not be expected to represent an attempt to 
show present values of the assets and liabilities of the corporation. 

‘‘2. To emphasize the fact that balance-sheets are necessarily 
to a large extent historical and conventional in character and to 
encourage the adoption of revised forms of balance-sheets which 
will disclose more clearly than at present on what basis assets of 
various kinds are stated (e.g., cost, reproduction cost less depre- 
ciation, estimated going-concern value, cost or market whichever 
is lower, liquidating value, et cetera). 

‘3. To emphasize the cardinal importance of the income ac- 
count, such importance being explained by the fact that the value 
of a business is dependent mainly on its earning capacity; and to 
take the position that an annual income account is unsatisfactory 
unless it is so framed as to constitute the best reflection reason- 
ably obtainable of the earning capacity of the business under the 
conditions existing during the year to which it relates. 

‘‘4. To make universal the acceptance by listed corporations of 
certain broad principles of accounting which have won fairly 
general acceptance (see exhibit I attached) and, within the limits 
of such broad principles, to make no attempt to restrict the right 
of corporations to select detailed methods of accounting deemed 
by them to be best adapted to the requirements of their business; 

5 eae 

‘‘(a) To ask each listed corporation to cause a statement of the 
methods of accounting and reporting employed by it to be formu- 
lated in sufficient detail to be a guide to its accounting department 
(see exhibit II attached) ; to have such statement adopted by its 
board so as to be binding on its accounting officers; and to furnish 
such statement to the exchange and make it available to any stock- 
on on request and upon payment, if desired, of a reasonable 
ee. 

‘‘(b) To secure assurances that the methods so formulated will 
be followed consistently from year to year and that if any change 
is made in the principles or any material change in the manner of 
application, the stockholders and the exchange shall be advised 
when the first accounts are presented in which effect is given to 
such change. 

‘(c) To endeavor to bring about a change in the form of audit 
certificate so that the auditors would specifically report to the 
shareholders whether the accounts as presented were properly 
prepared in accordance with the methods of accounting regularly 
employed by the company, defined as already indicated.” 


Attached to the report were two ex- 
hibits, to which reference was made in 
the foregoing excerpts, and their im- 
portance is such that it seems desirable to present them in full. 
Every accountant and every corporate officer will find in these 
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exhibits expositions of elemental factors far too great to be over- 
looked. 
Exhibit I 

“It is suggested that in the first instance the broad principles to 
be laid down as contemplated in paragraph 4 of the suggestions 
should be few in number. It might be desirable to formulate a 
statement thereof only after consultation with a small group of 
qualified persons, including corporate officials, lawyers and ac- 


countants. Presumably the list would include some if not all of 
the following: 


‘“‘1. Unrealized profit should not be credited to income ac- 
count of the corporation either directly or indirectly, through 
the medium of charging against such unrealized profits 
amounts which would ordinarily fall to be charged against 
income account. Profit is deemed to be realized when a sale 
in the ordinary course of business is effected, unless the cir- 
cumstances are such that the collection of the sale price is not 
reasonably assured. An exception to the general rule may 
be made in respect of inventories in industries (such as the 
packing-house industry) in which owing to the impossibility 
of determining costs it is a trade custom to take inventories 
at net selling prices, which may exceed cost. 

‘“‘2. Capital surplus, however created, should not be used 
to relieve the income account of the current or future years 
of charges which would otherwise fall to be made there- 
against. This rule might be subject to the exception that 
where, upon reorganization, a reorganized company would be 
relieved of charges which would require to be made against 
income if the existing corporation were continued, it might be 
regarded as permissible to accomplish the same result without 
reorganization, provided the facts were as fully revealed to 
and the action as formally approved by the shareholders as in 
reorganization. . 

‘3. Earned surplus of a subsidiary company created prior 
to acquisition does not form a part of the consolidated earned 
surplus of the parent company and subsidiaries; nor can any 
dividend declared out of such surplus properly be credited to 
the income account of the parent company. 

‘“‘4. While it is perhaps in some circumstances permissible 
to show stock of a corporation held in its own treasury as an 
asset if adequately disclosed, the dividends on stock so held 
should not be treated as a credit to the income account of the 
company. 

“5. Notes or accounts receivable due from officers, em- 
ployees or affiliated companies must be shown separately and 
not included under a general heading such as notes receivable 
or accounts receivable. 
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‘‘The exchange would probably desire to add a rule regarding 
stock dividends.” 


Exhibit II 


‘The statement of the methods of accounting contemplated in 
paragraph 4a of the suggestion would not be in the nature of the 
ordinary detailed classification of accounts, nor would it deal with 
the machinery of bookkeeping. It should constitute a clear 
statement of the principles governing the classification of charges 
and credits as between (a) balance-sheet accounts, (b) income ac- 
count and (c) surplus account, together with sufficient details of 
the manner in which these principles are to be applied to enable an 
investor to judge of the degree of conformity to standard usage 
and of conservatism of the reporting corporation. Its content 
would vary according to the circumstances of individual com- 
panies, but some of the more important points which would be 
disclosed thereby would be as follows: 


‘The general basis of the accounts: 


‘‘Whether the accounts are consolidated, and if so, what rule 
governs the determination of the companies to be included in 
consolidation; also, a statement as to how profits and losses of 
subsidiary and controlled companies not consolidated are dealt 
with in the accounts of the parent company. 


“The balance-sheet: 


(a) In respect of capital assets, the statement should show: 

‘“‘(1) What classes of items are charged to property ac- 
count (whether only new property or also replacements and 
improvements) ; 

‘‘(2) Whether any charges in addition to direct cost, either 
for overhead expense, interest or otherwise, are made to 
property accounts; 

‘“‘(3) Upon what classes of property, on what basis and at 
what rates provision is made for or in lieu of depreciation; 

‘“‘(4) What classes of expenditures, if any, are charged 
against reserves for depreciation so created; 

‘“*(5) How the difference between depreciated value and 
realized or realizable value is dealt with on the sale or aban- 
donment of units of property; 

‘“‘(6) On what basis property purchased from subsidiary 
companies is charged to property account (whether at cost to 
subsidiary or otherwise). 


‘“‘(b) In respect of inventories: The statement should show in 
fairly considerable detail the basis of valuation of the inventory. 
The statement under this head would be substantially a summary 
in general terms of the instructions issued by the company to 
those charged with the duty of preparing the actual inventories. 
It would not be sufficient to say that the inventory was taken on 
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the basis of cost or market, whichever is lower. The precise 
significance attached to these terms should be disclosed. . . . 

‘The statement should include a specific description of the way 
in which any inter-company profit on goods included in the in- 
ventory is dealt with. It should show under this head, or in rela- 
tion to income or surplus account, exactly how reductions from 
cost to market value are treated in the accounts and how the in- 
ventories so reduced are treated in the succeeding period. It is, 
for instance, a matter of first importance to investors if inventories 
have been reduced to cost or market at the end of the year by a 
charge to surplus account and the income for the succeeding year 
determined on the basis of the reduced valuation of the inventory 
thus arrived at. Obviously, under such a procedure the aggre- 
gate income shown for a series of years is not the true income for 
the period. 

‘*(c) In respect of securities: The statement should set forth 
what rules govern the classification of securities as marketable 
securities under the head of ‘current assets’ and securities classi- 
fied under some other head in the balance-sheet. It should set 
forth in detail how any of its own securities held by the reporting 
corporation or, in the case of a consolidated statement, any securi- 
ties of any company in the group held by that or any other member 
of the group are dealt with in the balance-sheet. (Stock of sub- 
sidiaries held by the parent will of course be eliminated in con- 
solidation). ... 

“*(d) Cash and receivables present few questions, though where 
sales are made on the instalment plan, or on any other deferred 
basis, their treatment should be fully set forth, including a state- 
ment of the way in which provision is made for future collection or 
other expenses relating to sales already made but not liquidated, 
and to what extent deferred accounts are included in current 
assets. 

‘“‘(e) Deferred charges: The statement should set forth what 
classes of expenditures are in the company’s practice deferred and 
what procedure is followed in regard to the gradual amortization 
thereof. (This question is of considerable importance as sub- 
stantial overstatements of income may occur through deferment 
in unprosperous periods of expenses ordinarily chargeable against 
current operations, possibly followed by writing off such charges 
in a later year against surplus account.) 

‘‘(f) Liability accounts: There is normally less latitude in regard 
to the treatment of liability accounts than in respect of assets. 
The statement should clearly show how unliquidated liabilities, 
such as damage claims, unadjusted taxes, etc., are dealt with. 
The statement should disclose whether it is the practice of the 
company to make a provision for onerous commitments or deal 
with such commitments in any way in the balance-sheet. 

“‘(g) Reserves: A statement of the rules governing credits and 
charges to any reserve account (including both those shown on the 
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liability side and those deducted from assets) should be given in 
detail. It is particularly important to know whether losses, 
shrinkages or expenses which would otherwise be chargeable 
against income accounts are in any circumstances charges against 
contingent or other reserves, and whether such reserves are built 
up partly or wholly otherwise than by charges to income account. 


“The income account: 


‘‘ An adequate statement in regard to the treatment of balance- 
sheet items discloses by inference what charges and credits are 
made to income account or surplus. The additional points re- 
quired to be disclosed are the principles followed in allocating 
charges and credits to income account and surplus account re- 
spectively and the form of presentation of the income account. 
The form should be such as to show separately (a) operating 
income; (b) depreciation and/or depletion if not deducted in ar- 
riving at (a), in which case the amount of the deduction should be 
shown; (c) income from companies controlled but not consolidated 
(indicating the nature thereof); (d) other recurring income; (e) 
any extraordinary credits; (f) charges for interest; (g) income 
taxes; and (h) any extraordinary charges. 

‘‘The company’s proportionate share of the undistributed earn- 
ings or losses for the year of companies controlled but not con- 
solidated should be disclosed in a note or otherwise on the face of 
the income account. Stock dividends if credited to income 
should be shown separately with a statement of the basis upon 
which the credit is computed.” 


There will no doubt be some who will 
look on the recommendations with dis- 
trust or disappointment. Those who 
pray for certainty and who like to look on balance-sheets and 
income accounts as statements of absolute facts will resent the 
destruction of their comfortable beliefs, even though they may 
be forced to realize that in the nature of things there can be no 
such certainty. Others, who are guided by tradition and are 
content to follow precedent without pausing to inquire just 
how significant are the results, may resent the questioning 
of traditional practices. Some will be concerned that the 
report tends to destroy the faith of the public in accounts; 
and there is no doubt some force in the argument that it may 
be desirable to preserve faith in institutions even if the hier- 
archy has its own reservations as to the soundness of their 
foundations. But we believe the ultimate verdict will be that the 
report is a step toward a desirable definition and understanding 
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of accounts, their value and the limits on their significance; and if 
the current form of presentation of accounts does result in a large 
degree of misunderstanding by the public, the question of a change 
of form is one that should be faced. To us, it seems evident that 
it will be a great advance if corporations undertake to make clear 
to the public what is meant by the accounts which they issue. 
Really, it does not matter much whether the interpretation of a 
phrase is one thing or another so long as everybody knows what 
definition is adopted in each case. What a corporation will be 
required to do under the new proposals is to tell its shareholders 
and the general public what it means when it issues a statement, 
and then, in the coming years, it will.continue to mean the same 
thing, unless somewhere along the line of march there seem to 
be necessity to change the definition—and in that case every- 
one who could possibly be concerned must be given notice. 
Although the recommendations of the committee may well pro- 
duce accounts having differences of form they are not directed 
toward any change in the fundamental principles that have been 
accepted by the accounting profession. Those principles are not 
subject to change. The committee itself points this out, saying 
that it aims at the universal acceptance of broad principles that 
have already won fairly general acceptance. 


We have received advice from a corre- 

Competitive Bidding spondent in North Carolina that an 
amendment to the by-laws of the North 

Carolina Association of Certified Public Accountants prohibiting 
competitive bidding is “‘in full force and effect.” It is reported 
to us that an officer of the society has expressed the opinion that 
the amendment has already produced good results. This amend- 
ment was published in the Bulletin of the American Institute of 
Accountants on December 15, 1932, but we refrained from comment 
upon the rule pending definite advice that it had been adopted. 
It is, however, of the utmost importance as it establishes a prece- 
dent. So far as information is available it appears that this is 
the first definite rule against competitive bidding adopted by any 
society of accountants in the United States. There has always 
been a repugnance to competitive bidding except in cases of men 
who were not fully conversant with the principles of professional 
ethics. Some worthy citizens have bid for professional work in 
the past, but they have done so with a feeling of reluctance and a 
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silent prayer that the necessity, so called, of this method of ob- 
taining engagements might soon pass. The North Carolina 
association has now adopted and put into effect the following 
article VII of its by-laws: 


“Section I.—Competitive bidding is declared to be inconsistent with the 
practice of a profession and the best interests of the public which it serves. 

“In order to abolish the practice and to discourage the public from seeking 
bids for accounting service the following shall be a rule of this association: 

“‘(a) No member shall offer to perform any accounting service for a fee that, 
in total or by its basis of computation is less than that which was last received 
by another member for services rendered of substantially the same nature and 


scope. 

“(b) Lack of sufficient knowledge and understanding of the work undertaken 
upon which the last fee received was based shall not constitute an excuse for 
violating this rule. 

“Section II.—Penalty for violation of section I of this article: 

“(a) All charges of violation of section I of article VII shall be referred by 
members to the board of directors in a written report. 

“‘(b) The board of directors shall consider this report and if, by a unanimous 
vote of its members, probable guilt is not shown the case shall be dismissed. 
When probable guilt is shown the board shall, on due notice of not less than fif- 
teen days to the accused, convene as a trial board of at least five members for the 
purpose of hearing the accused member and any others interested. Upon the 
unanimous recommendation of such trial board the board of directors may, on a 
unanimous vote, dismiss the case; otherwise, the board of directors shall make 
report of its conclusions and recommendations to the next regular or special 
meeting of the members of the association for final action by the membership. 

“‘(c) Any member may be expelled from the association for infraction of the 
rules of article VII by a two-thirds vote of all members present at any regular or 
special meeting of the association.” 


This new by-law is excellent in principle, 
and it would be eminently desirable to 
have it adopted in every society of 
accountants throughout the United States. There may, how- 
ever, be some doubt as to its efficacy. The method of inflicting 
discipline seems to be somewhat roundabout and apt to permit a 
great deal of procrastination. Experience in other organizations 
has shown that the best exercise of discipline is that which is 
most direct. For example, if the rule of the North Carolina asso- 
ciation were to permit the trial board to inflict whatever punish- 
ment seemed to be deserved, there would be a far better chance of 
disciplinary action in the case of guilt than there will be under the 
plan provided by the by-law. It is always difficult to inflict a 
penalty by vote of a large number of persons. Even our higher 
courts, with their memberships of five or seven, are much given 
to disagreement and a unanimous verdict seems rarer than a 
divided opinion. So, in a society, the greater the number of judges 
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the less probability of conclusive action, even where such action 
is obviously demanded. 


That, however, is really a minor point in 
the present consideration. The great 
value of the by-law is, as has been said, 
its establishment of a precedent. It follows in general the prin- 
ciples adopted by the engineering societies and by other profes- 
sional organizations. It indicates an awakening to the evils of 
professional competition and, whether it can be rigorously en- 
forced or not under the procedure laid down, it, nevertheless, is 
an entering wedge. As such it is acceptable to everyone who has 
the welfare of all professional life at heart. It has been averred 
quite justly that in many cases the enactment of a law or the 
adoption of a ruling is certain to be followed by violation. How- 
ever, there is this much to be said in favor of rules and laws: they 
express a striving after better things if their purpose is to raise 
standards of morality or of civic life. No law was ever obeyed 
to the strict letter by everyone subject to its operation; and, if 
the fact of violation were to be an effective argument against en- 
actment of laws, we should be obliged to adopt the principles of 
anarchy. There are professional men who advocate openly the 
abolition of all rules for professional practice, and they would 
have everything left to the personal conscience or predilection of 
the practitioner, but that presupposes a state of grace in which no 
profession at present lives. Consequently, while in theory it 
should be unnecessary to have a rule inhibiting competitive 
bidding, the unvarnished truth is that a rule will be needed so 
long as there are souls in the outer darkness who require the light 
of a rule to show them the way to better things. 


A Rule Salutary in 
Every Way 


A correspondent writes to inquire why 
THE JOURNAL OF ACCOUNTANCY has 
not discussed the question of “‘technocracy."’ There are several 
reasons for this splendid record. In the first place, we have yet 
to discover any one who knows what itisall about. In the second 
place, temporary fads seem to have no place in so solid and prag- 
matic a realm as that of accountancy. And in the third place— 
and this the greatest of all—we believe entirely in the doctrine 
enunciated in The Acts of the Apostles, chapter V, verses 34 to 
39, inclusive. 


Just Cause for Pride 
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Accounting for Wood-Pulp Paper Industry 
By C. H. AVEYARD 


The history of paper-making takes us back beyond the Chris- 
tian era. The Chinese are credited with the manufacture of 
paper from vegetable fibers more than 100 years B. C. The an- 
cient Egyptians made paper from papyrus—a tall reed found on 
the banks of the Nile. European paper-making dates from the 
1ith century. 

For many years cotton and linen rags formed the principal raw 
material of the paper-making industry. It was not until about 
1870 that wood pulp came into favor. Today it is estimated that 
approximately 95 per cent. of all paper manufactured in this 
country is made from wood pulp. 

In the preparation of this description of the present industry 
I am indebted to The Paper Trade Journal for the many articles 
on cost accounting that have appeared therein from time to time 
and also to a treatise issued by the Cost Association of the Paper 
Industry entitled A Budget Cost System for Paper Mills. The 
information obtained therefrom is gratefully acknowledged. 


ORGANIZATION 


In the manufacture of paper, as in all industries, there is no 
greater source of economy than the conservation of human energy 
through the application of sound principles of efficient organiza- 
tion. This consists of the determination of the scope and limits 
of action of the men and groups of men whose duty it is to carry 
out the objects of a paper-manufacturing business. It also com- 
prises the uniting of these men to codperate for the general good, 
harmoniously, promptly, efficiently and economically. The fol- 
lowing chart illustrates a type of organization suitable for a paper 
manufacturing business. 


President 
or 
general manager 


i | | 





Treasurer or Works manager Sales manager Personnel 
comptroller manager 
Budgetary control Technical research Sales research Employment 
Accounts Plant equipment and Sales promotion Transfers 
processes 
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Statistics Preparing instructions Advertising Promotion 
Cost accounts Traffic Warehousing Training 
Payrolls Production control Training sales- courses 
Credits and Stores men Health 
collections Cost data and service Directing sales Safety 
Office management Planning force Recreation 
Legal including Routing Wages 
trade-marks Preparation Profit 
Inspection sharing 
Superintendence and 
supervision 
System 
Purchasing 


The heads of the four columns comprise the executive commit- 
tee and only these four men report to the general manager. They 
are responsible for the carrying out of the activities listed in their 
respective columns. 


FACTORY AND WAREHOUSE FACILITIES 


In choosing a location for a paper mill the necessity for having a 
large supply of water at command must be considered. Not 
only is a large quantity necessary, but it should be free from impu- 
rities. In all stages of manufacture of paper the consumption of 
water is relatively large and the quantity of water used in steam 
raising is considerable. 

Other factors in determining locality include the question of 
freight on raw and manufactured materials, the cost of coal and 
the supply of labor. 

As to the layout of the plant itself, it is suggested that an ar- 
rangement under which all the machinery is on the same floor is 
about as good asany. The beaters should be in a room by them- 
selves. In the next and largest room of the mill should be the 
paper machines. Beyond the machine room should be the finish- 
ing room in which are situated the cutting machines and hydraulic 
packing presses, etc. In an annex, close to the beaters, dissolving 
vats for chemicals, lime and caustic soda, and mixing vats for 
bleach and clay should be installed. If machinery is used for 
converting rags into pulp this should be in a separate room, pref- 
erably the first room before the beater room. As far as possible 
the attempt should be to have the manufacture proceed in a 
straight line through the factory, raw materials entering at one 
end and the finished product emerging at the other. 
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There should be a central power station to develop electrical 
energy with maximum economy. This should contain equipment 
sufficient to provide electric power for the operation of the entire 
plant. The power consumption of each unit should be measured, 
so that costs can be more easily calculated. 

The stores should be in close proximity to the factory and it is 
usually advantageous to have sub-stores at convenient parts of 
the factory so that the workmen do not have to waste unnecessary 
time. The pulp and other ingredients should be stored as near to 
the beaters as possible. Usually a supply of “stuff” or beaten 
pulp sufficient to keep the paper machine operating for 24 hours, 
or more, is stored in the stock chests; in the event of delay in the 
beaters, the paper machine can then continue operations. 

The shipping department should be located near the finishing 
department and at the same time as close as possible to the rail- 
road siding. 

A very important factor in the factory and shipping department 
is the atmospheric condition. Paper is susceptible to every 
change in the atmosphere and as it absorbs moisture it has a 
tendency to expand across the grain of the sheet. In absorbing 
moisture the fibers expand and in drying shrink. The amount of 
moisture in the air has also a marked effect on the reaction of 
paper to static electricity with which it often becomes charged as a 
result of friction caused by the contact of the paper with the steel 
rollers. A simple method of minimizing this trouble is to keep the 
press-room warm and to humidify the air. This can easily be 
done by opening a pet cock in a steam radiator. 


Raw MATERIALS 


Paper is made from cellulose, the predominant constituent of 
plant tissues. Many plants and trees are suitable for paper mak- 
ing, but the commercial value of each is determined by the cost of 
separating the cellulose from resins, fatty substances and other 
non-fibrous material. Length and strength of the fiber and such 
important factors as transportation, storage and regularity of 
supply must also be taken into account. 

The materials mostly used in paper making are wood pulps, 
linen, cotton, hemp, jute, esparto, straw and waste paper. In 
the manufacture of paper boards, bagasse, the waste material of 
sugar cane after the juice has been pressed out, is being increas- 
ingly used. 
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Wood pulps. In the United States, nearly all paper is made 
from wood pulp. The conversion of wood into paper pulp is a 
process distinct from the manufacture of paper and it is not 
within the scope of this article. 

The supply of pulp comes almost entirely from four species of 
trees, viz., spruce, hemlock, balsam and poplar. ‘These species 
grow in the northeastern and lake states where most of the paper 
mills are located. Large supplies of pulp are, however, imported 
from Norway and Sweden. 

Linen and cotton. The best linen and cotton rags are used for 
the highest grades of writing, bond and ledger papers. Papers 
made from cotton are softer than those made from linen. 

Hemp, jute, esparto and straw. In Europe various kinds of 
grasses and straw have long been in use for paper making. Hemp 
and jute are used to a small extent. Esparto is used in England 
for the making of featherweight paper used to give bulk to vol- 
umes. Straw is used in considerable quantities for pasteboard, 
cardboard and wrapping paper. 

Material of this type usually represents seasonal crops and 
presents difficult problems of storage. Susceptibility to decay is 
also a serious factor. 

Waste paper. It is estimated that for every ton of waste paper 
that can be substituted in paper manufacturing, there will be a 
saving of eight trees of mature growth required to produce a ton 
of wood pulp. A great variety of old paper is used by the paper 
industry. In nearly all mills damaged and useless paper is re- 
turned to the beaters and used as pulp. This is known as 
broke.” 

The diagram on page 175 will serve to indicate in condensed 
form the processes of manufacture of paper. 

As a general proposition, it may be stated that no by-products 
result from the manufacture of paper. Spoilt paper can usually 
be cut down into smaller sheets and certain types of paper, no- 
tably tissues, can be cut into those very narrow strips used for 
packing chocolates, etc., known technically as ‘“‘excelsior.’’ Paper 
that is unsalable is put back into the beaters and used as pulp. 


MATERIAL RECORDS 


Records should be maintained classifying all materials, equip- 
ment and supplies used, and these should contain information as 
to what the prices are and the names of the suppliers. A cata- 
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logue cabinet should be provided with card indexes by class of 
material and by name of supplier. 

Materials on hand are best recorded on cards. Information 
should be afforded of the quantities received and issued and the 
balance on hand; maximum and minimum quantities should be 
set up and rigidly observed. It is usually found convenient also 
to record the location and classification number as well as the 
description of the stock. Columns are often provided for values 
in addition to quantities, the cards thus tying in with the ledger 
control. For the recording of supplies (as distinct from pulps 
and other raw materials) space should be provided for supplies 
ordered and also supplies apportioned. In addition to these 
cards, another record is kept, in quantities only, in the stores. 
This system consists of a bin ticket attached to each bin or other 
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form of storage. The bin tickets usually can not be made to 
serve as the record of stock on hand, but in addition to recording 
quantities on hand in a compact form they have a disciplinary 
effect in that each stockman can be required to enter his initials 
on the bin ticket every time he withdraws stock. By specifying 
minimum quantities on the bin tickets and requiring the stock- 
man to notify the regular stock-record clerk when minimum 
quantities are reached, a double check is provided against over- 
looking low stocks. 


STOREKEEPING AND INVENTORY PROCEDURE 


The materials should be stored in bins, racks, etc., and it will be 
found desirable to store pulps in a dry place, otherwise variations 
will occur in the air dried content and incidentally in the weight 
of the pulp. 

Under modern methods of manufacture, a ‘“‘furnish’’ is pre- 
pared, giving full information of the quality and quantity of the 
material required for each run or order, and the order number to 
which it is to be charged. A copy of this goes to the storekeeper 
as his authority for issuing the material and another copy passes 
with the other papers to the factory, representing the foreman’s 
authority to withdraw the material. Supplies are issued on 
requisitions signed by a foreman. The storekeeper inserts the 
standing order number indicating the account to which the sup- 
plies are to be charged, and after he has made his record on the 
bin ticket the requisitions are passed to the stores clerk for record 
on the cards and subsequent entry in the materials-distribution 
book. 

To achieve simplicity in handling the stores, a system of ac- 
count numbers should be used. This avoids a long detailed de- 
scription of each kind of material and provides a means of finding 
quickly the various accounts in the stores ledger. 

All purchases should be made through the purchasing depart- 
ment, the functions of which include the securing of the most 
satisfactory material at the lowest prices, coupled with the best 
terms of payment and the most desirable delivery. Purchases 
will fall broadly into two classes, (1) raw materials and (2) general 
supplies. Raw materials will consist of different grades of pulps, 
chlorine, size, alum, etc. These are usually purchased on forward 
contracts, which, in the case of pulps, may call for delivery of 
specified quantities monthly over a period of one or two years. 
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Often the contract will not begin to operate until a date a year or 
more ahead. General supplies comprise the usual machinery, 
parts, etc., incidental to any manufacturing business. Usually 
dry and wet felts, referred to under manufacturing processes, 
form a substantial part of the supplies inventory. 

The receiving department should be provided with a copy of all 
purchase orders and deliveries should be endorsed on it. The re- 
ceiving slips should be ruled to show the date received, name of 
consignor, date of shipment, number of outward order and car 
number. In the case of raw materials, columns should be pro- 
vided to record the markings and weights of each bale. Usually 
about 20 per cent. only of the bales are weighed and if the average 
weight thus established does not vary by more than 1 per cent. 
from the weight according to invoice, no claim is made. Tests 
are also made of the percentage of air dried contents of the pulp 
(i. e. the percentage of moisture which the pulp contains) and if 
this does not correspond with the reputed percentage in the 
contract, a claim should be made. 

The sampling and moisture testing of the pulp must be done 
according to one of the recognized methods. The auger method 
is best suited for baled hydraulic pressed pulp in sheets, and 
rolled pulp. At least 10 per cent., perferably 20 per cent., of the 
shipment should be sampled. Samples must bedrawn from sound 
and intact bales and from different sections of a shipment. The 
sample is taken by boring into a bale to a certain depth with a 
special instrument known as an auger which cuts a disc about 4” 
in diameter. The samples as taken are immediately placed in a 
metal can with tight fitting cover and the net weight is obtained. 
The wet samples are next placed in an oven at 212° F. until they 
are what is termed “bone dry” and the weight is again deter- 
mined. By dividing the percentage “bone dry”’ by .9, the air- 
dry percentage is obtained. The percentage of moisture should 
be noted on a tag and put on the bales. 


PRODUCTION 


It is absolutely imperative that the condition of the manu- 
facturing department, its percentage of uncompleted work and 
the factory’s capacity for further orders be always known. The 
task of laying out in detail all work to be done and maintaining a 
perfect record of progress of work on all orders should be centered 
in one distinct department. 
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Departmental reports. A report should be made up by the fac- 
tory at the end of each day or shift showing the number of pounds 
of paper manufactured on each machine during the preceding 
eight hours, with a notation of the order number, date, machine 
number, etc. Comment should be added of any breakdown or 
hold-up, etc., stating the time lost and reason for the delay. 
Weekly reports showing orders sent to the factory, orders com- 
pleted, orders shipped, etc., made up to Saturday of each week 
should also be prepared. <A general monthly summary somewhat 
like the following will be found very useful. 


General monthly summary 


Total no. of lbs. shipped to date this year 

last “ 

Total no. of lbs. ready for shipment this date last year 
“é “ “a “oe “ce ae “a “a ae this i 

Total no. of Ibs. still to be shipped at this date this year 


“e “ “ce “ “ “ oe “oe “é “ce “a last a 


ae ae “ce “ce “ce “ce “a 


CostTs 


The determination of material costs would be simple if the 
weight and moisture content of pulp did not show such a wide 
variation. The first roll of pulp may weigh 75 lbs. air dry, the 
next one 50 Ibs., and soon. Each roll should have a tag affixed 
to it showing average weight and moisture content, and it is then 
only necessary for the beater-man to report the number of rolls 
put in the beater. Alternatively the material should be weighed 
at the time of its use and a report made of the quantity used. 
From such reports the number of dry lbs. of pulp used can easily 
be calculated. ‘The percentage of moisture in the pulp is the first 
figure absolutely necessary in determining material costs. 

If one grade of paper only is manufactured the simplest method 
of costing for materials is to divide the cost of materials used for 
any given period by the total output in pounds or tons for that 
period. The quantity of materials used during any period will 
be ascertained from the ‘‘furnishes”’ for the like period (the 
“furnish”’ is the equivalent of the bill of materials). 

Where many grades of paper are manufactured, it will be found 
that each machine, as far as practicable, is used for the manu- 
facture of the same grade of paper and changes are made as seldom 
as possible. In this case the basis of the costing should be per 
run or per order. Cost of materials used, calculated from re- 
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ports, for the run (or order) will be divided by the lbs. (or tons) 
contained in the run (or order) to establish the cost per pound or 
other unit of weight of the particular grade. A run may be one 
order or several orders or a given quantity, etc. 

The various process supplies, such as glue, rosin and alum, 
must be determined in some convenient unit as ‘‘ pounds per 
gallon’’ and the ‘‘furnish’’ should record the number of pounds 
used. 

Wherever it is possible, direct labor should be included with 
manufacturing burden to establish an inclusive departmental 
rate known as the “cost of conversion’’ rate. The labor in the 
first place should be allocated to departments such as conversion 
and finishing, steam, building expense, power, maintenance, etc. 
Such part of the labor as is attachable to productive departments 
should be distributed directly to the machine producing the ma- 
terial on which the labor was expended. Cost of auxiliary de- 
partments will be allocated to the machines. 

In the manufacture of paper, time is a vital factor. Some 
pulps are ‘‘beaten”’ longer than others, according to the grade of 
paper required. Again the output per minute of the paper ma- 
chine is determined by the quality of the paper being run off, etc. 
Overhead should, therefore, be allocated on a machine-hour or 
man-hour basis, preferably the former. 

The expenses should be distributed to individual departments 
and then to individual machines. In computing the machine- 
hour rate, the manufacturing expenses for a given period are al- 
located to the machines. The total manufacturing expense thus 
attachable to each machine is then divided by the number of 
normal operating hours for the given period to establish the 
machine-hour rate. The number of ‘“normal’’ operating hours 
will vary with the policy of the management; in one plant eight 
hours a day may be normal while in another sixteen or twenty- 
four hours a day may be more nearly normal. 

It is common practice in paper mills to establish a “cost of 
conversion.” This is an ‘‘all-in”’ rate which includes labor cost 
as well as overhead. To determine the cost of conversion of a 
certain ‘‘run”’ or order, the number of hours involved, from the 
time the pulp is put in the shredder or beater until finished paper 
sufficient to complete the “‘run’’ or order is made, must be ascer- 
tained. The cost of conversion rate multiplied by the hours in- 
volved gives the total cost of conversion for the “‘run.” 
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In the paper industry as all the product passes through one 
principal conversion process, the simplest method for allocating 
general mill burden is on an auxiliary conversion machine-hour 
basis. It will be necessary to estimate the number of machine- 
hours, assuming normal production, for a given period. Total 
general mill burden for the period divided by estimated machine- 
hours for the same period will establish the auxiliary rate. 

In passing, it may be well to remark that costs determined as 
described would necessarily fluctuate with output, as much of 
the burden is fixed and varies little with quantity of product 
manufactured. Actual costs should therefore be supplemented 
by pre-determined costs. These establish that the conversion 
cost of a certain grade of paper is so much, based on normal 
operating capdcity. This will be the scheduled cost of conversion 
for the ensuing quarter or other period. In addition it is necessary 
to estimate the cost of the “‘furnish,’’ the ‘“‘ broke’’ made and the 
invisible loss, and this is the total cost per ton and is the scheduled 
cost. 

‘“‘Furnish”’ materials must be known to a nicety and definite 
factors for conversion to dry weight must also be set up. The 
time necessary for beating must be known and controlled in actual 
operation. The paper machine output in each weight and qual- 
ity must be kept in mind and that output and that weight must be 
controlled. 

The following tabulation indicates in a general way how cost 
and selling price are determined: 


Raw material used at beaters............... 20,000 Ibs. $1,000.00 
Conversion departmental cost, 14 hours at 
$20 per hr. 280.00 
OCCT E LTE er 20,000 Ibs. 1,280.00 
Broke from machine......... 1,000 lbs. (5%) 30.00 
Total rough paper cost........... 17,000 Ibs. 18,000 Ibs. 1,250.00 
Ee ere ee ee 2,000 lbs. (10%) 
ii. 6 Sinn oa Raia be ace knee 45.00 
Finishing department 150 hours............. 150.00 
1,450.00 
Finishing broke from 17,000 Ibs......... 850 lbs. (5%) 25.00 
Inventory value 16,150 Ibs.................. 1,425.00 


General mill burden 14 hours............... 42.00 











Accounting for Wood-Pulp Paper Industry 








PG. tbidbpdesnsnadensdseomnaeeews $1,467.00 

NS Soci cccedeceveeenceenaaee 29 .00 

Freight and cartage outward................ 34.00 

IN Sg csi cae dee wk Came ssaens 1,530.00 

Profit 14 hours at $20 per hour............. 280.00 

I. 6 6. 5 c00s sc ccasudadnecaeese $1,810.00 
DEPRECIATION 


The depreciation rates adopted by a paper mill must have 
reference to the number of hours per day worked and to the policy 
adopted in dealing with renewals. Many paper mills work 24 
hours a day and seven days a week. The wear and tear in such a 
case is necessarily heavier than when the machinery is used 48 
hours a week. Overtime affords less opportunity for ordinary 
repair and replacement and when a machine is operated for two 
or three shifts a day, it is under the supervision of a different 
person during each shift, and there is a tendency for each to leave 
minor adjustments or matters involving a stoppage to his suc- 
cessor. 

The bureau of internal revenue has recently issued a prelimi- 
nary report on depreciation studies outlining suggested rates of 
depreciation for many different industries. In a foreword to the 
report, it is stated that these statistics represent the results of the 
bureau’s depreciation studies over a five-year period, made with 
the codperation of a number of trade associations and corpora- 
tions. For the pulp and paper industry, the following rates are 
suggested : 


Probable Depreciation 


useful life rate 

Absorbing system, milk of lime............... 10 yrs. 10 &% 
I Mg bs ats aie dls sa ln i wie 15 6% 
Barkers 

is. aa: twig a) Wn. wns ate 10 10 

I 5 aie 6:4. dcdecveiw ite 6b KRAUL ke 15 6% 
esl dng or hac olan ties on 20 5 
INN, 6.406 60.0 tne. epee ainnee 30 3% 
Ss Ldn 4 Sings b's: hee ocean 15 6% 
Blowers for chips and refuse.................. 10 10 
Blower systems for heating................... 15 6% 
Burners, sulphur, acid plant.................. 12 8% 
SG ¢ bonddke shinss sacnceebenaeess 22 4% 
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Probable Depreciation 
useful life rate 

Chests, storage: 

SE Pee eee TTT Terr eT ee 30 yrs. 34%% 

| EPEAT eee rieiiey creme ee Fre 22 4% 

a ee ener rarer attra 15 6% 
LG die Ren hs winrinla agra an wnGvektnie Meas 20 5 
Conveyers: 

NE oan is aa dA aa RR ee SAS Ree REED 15 6% 

MNES fc ieckal vided Danie abitean ee ae 12 8% 
rd coxa Gy cere ota cic alreg ais ne 20 S 
ERA ee eae Po ee Ee re 10 10 
Cranes, heavy, hoist and traveling............. 20 5 
EI gins a gs a peace dv swincaage noes 13 7% 
Nh od Sites vem iasdiusaneeeen oe anne 20 5 
Cylinder machines, for paper and paper board .. 20 5 
I CAs. 23a. Greg Gree aaa ear ied wee areal aca oie — 20 5 
Or rer ee Pee ee Peer ee ee Foe 25 + 
SO OE OCTET REO re 7 14 
Digesters: 

SLi fi ah aisle: Barsa aids Shab, Rial aia we ibs aaa elma 22 4% 

a Pan aie Ratan iia iaig-detuma oadeaeew or 20 5 

ECL OE TEE CEE ree 25 + 
RE ian ctekty tiny a gsehn Arman a mae aS 30 3% 
NN EEE EOE OS CE ETE 20 5 
EEE ENE ee RNS Ree Ne 17 6 
NE oo orgie iss <n hier aH Aes DA SES SON 15 6% 
Evaporators: 

DE RURS 4 dslaeuiin ke Ga dean ei Redaaeneneas 17 6 

ECL TT EES ER re 25 4 
I SEINOG go snnin se eneedesradeen ees 20 5 
OEE COT POL PTT C Te 17 6 
I ead i ov ergs Axia aig mis Sa Riser d 20 5 
Hoods, machine, paper: 

CR ae ey. ia de Seria dne crease 20 5 
RTS Aye. ee 10 10 
| ee SP PN atid gira a dy a! a Wal cae ah ec 18 5% 
3d. 91S areca i cis 1 aie Saco Brabiaic ha eomanaeietes 15 6% 

A Sad a foc he ee chrial as alarecedcate eta 20 5 
eth tain ch ho: Pe kK ean 12 8% 
Linings (wood) for blow pits................. 8 12% 
Machine-shop equipment..................+.-. 20 5 
2 aia. s 5 acars wick ha ain wal bed leeem 8 12% 
Pans: 

NN rh idca ke x.5: tr ok were aswe Red eae 15 6% 

NE ee ara Wie a trae Ai mw ke whales aie 25 4 
Pits, blow: 

I i ida ate a es is Cielo shania ah dead anata Aiais 30 3% 

RES A eh Pe ame AT or 20 § 
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ee 


Presses: 


Hydraulic. . 
Pumps: 


| ee 


Rotary..... 


Shredders... . 


a 


ee 


PN soos 0cse ca cenannrponseesereckewews 
Smelters, sulphate process. ...............205- 


Splitters... .. 


I, SUE 4 av ckcicedcannstiascueed 


Tanks: 
Causticizing 


Leeching. . . 


I ND 3b eos ens 645s ceiroe ene 
WER Cen) Fer Ga ono. ici ccecsesd nies 
I i 5.05n.s sc ceadancasus desnes Menke 
Storage or washing (concrete)............... 
Storage or washing (wood)................. 


Thickeners. . . 


Thrashers... . 


Towers, absorbing system. ................055 
A IN 5 vie ca nas 4546s eccbpexoerens 


Trucks, hand. 


Washers, bleach or paper stock............... 


Wet machines 


Winders...... 


Probable Depreciation 


useful life 
13 yrs. 


7 
15 
20 


5 
15 
18 
15 
15 
15 


30 
18 
20 


12% 
15 
12 
14 

7 
20 
14 


20 
22 
12 
20 
12 
30 
15 
20 
14 
15 
15 
10 
20 
18 
15 


—=—_ 
=> 


rate 


14% 


14 


6% 
5 


20 
6% 
5 
6% 
6% 
6% 


3% 
5é 
5 


8 

6% 

8% 

7 
14 

5 

7 


5 
4% 
8% 
5 
8% 
3% 
6% 
5 
7 
6% 
6% 
10 
5 
5é 
6% 


=—_—— 


The English inland revenue authorities allow 5 per cent. on the 
reducing-balance method for paper-mill machinery working dur- 
ing the day and only 7% per cent. for machinery working both day 


and night. 
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ORGANIZATION FACILITIES AND MARKETS 


In practice it will be found that the selling policy of the particu- 
lar factory must determine the methods of organization. A 
factory may manufacture one kind of paper only or it may manu- 
facture several kinds. Again a factory may manufacture to order 
only or it may manufacture first and sell after, or it may combine 
the two policies. 

For example in a factory manufacturing to order one type of 
paper only, e. g. tissues, research might be made to ascertain new 
uses for the particular paper, as for paper napkins or as packing 
papers, etc. The possibilities of the paper as a good subject for 
coating or créping might be exhausted also. Incidentally sales 
of paper for new uses might be promoted and new markets opened 
to advantage. The policy of advertising must of necessity be 
determined by the special circumstances of the case. In the par- 
ticular case of tissues made to order samples might be sent with 
advertising matter to prospective customers. 

Adequate warehouse accommodation should be provided where 
the paper can be stored pending shipment. Even in cases where 
paper is made to order it will be found that a small stock is carried, 
arising from cutting paper down into smaller pieces and also from 
damaged or “‘culled”’ rolls. If a roll of paper has soft ends, it 
may be entirely unsuited for the purpose originally intended, but 
after cutting off the ends the remainder may be perfectly good. 
Such rolls may be cut down into sheets and sold. If the paper is 
sold in rolls these can be stored on the floor—no special facilities 
are necessary. If the paper is cut into sheets, shelves will be nec- 
essary to provide adequate accommodation. The warehouse 
should be situated as close to the railroad siding as practicable to 
avoid hauling heavy rolls of paper over unnecessary distances. 
The warehouse should be equipped with trucks and cranes and 
any other tackle needed in the lifting and hauling of heavy rolls or 
bales, etc. Special consideration should be given to the atmos- 
pheric conditions within the warehouse and to their effect on paper. 

The market for paper is world wide and limited only by the 
question of prices and tariff. 


UsEs OF PAPER 


The uses of paper are too well known to require mention. 
They vary from bank notes to blotting paper and newspaper 
print to hand-made stationery. Because of the varied nature of 
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the finished product there is a tendency for mills to specialize in 
one particular type. Tissues, for example, are used quite ex- 
tensively and include many forms of light packing paper, nap- 
kins, handkerchiefs, fancy crépe papers, coated papers, etc., etc. 


METHODS OF DISTRIBUTION AND DISTRIBUTION CosTs 


Paper is distributed either by railroad or water. It is loaded 
on freight cars or freighters at the warehouse and conveyed to its 
destination at home or abroad. Rolls of paper are covered with 
brown packing paper, with special cardboard protectors over the 
ends of the rolls to protect them. Local sales are distributed by 
truck. 

Packing expense may be considered either as a manufacturing 
expense or as a distribution expense. If the paper is packed at 
once after it is manufactured, the expense is usually considered as 
a manufacturing expense, but if the packing is deferred until the 
paper is shipped, the expense is often considered as a distribution 
expense. As a rule it is preferable to consider the expense as in- 
separable from manufacturing, to classify it as a manufacturing 
expense. 


ACCOUNTING 


In the financial records, accounts will be carried for inventories 
of raw materials, supplies and finished product, work-in-process, 
cost of sales, manufacturing, administrative and distribution ex- 
pense controls, etc. Raw materials and supplies issued to factory 
will be transferred from inventory to work-in-process, monthly. 
Labor applicable to manufacturing, both direct and indirect, will 
be accrued monthly and charged to work-in-process. Manufac- 
turing expense will be transferred monthly from manufacturing 
expense control to work-in-process. As the paper is finished a 
transfer is made from work-in-process to finished-goods inventory 
and on sale from finished-goods inventory to cost of sales. 

In the factory ledger, accounts are maintained for work-in- 
process, direct and indirect labor, the principal classes of burden 
and general ledger control. Materials used will be charged to 
work-in-process and credited to general ledger control. Labor at 
piece work or day rate and burden at standard burden rates will 
also be transferred from their respective accounts to work-in- 
process. As the details of labor and burden are furnished to the 
factory they will be charged to their respective accounts and 
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credited to general ledger control. When the paper is finished, 
work-in-process is credited and general ledger control is debited. 

Control is maintained over the factory ledger by the work-in- 
process account. This has its reflection in the general ledger 
control in the factory ledger. The balance of the work-in-process 
account in the general ledger represents the aggregate of the open 
balances on the factory ledger. 


SPECIAL AUDITING FEATURES 


Special auditing features arise chiefly from the inventory, the 
chief of which are discussed below: 

Raw materials. In calculating the quantity of pulp, the weight 
is based on percentage of air dried content. Thus, 100,000 
pounds of Dexter pulp with an air dried content of 53.70 per cent. 
would mean 53,700 pounds of actual pulp, the balance being 
moisture. It is on this air dried content that the price is based 
and this figure must be used for the purpose of valuing the in- 
ventory. The extension will be made on a basis of 53,700 pounds 
and not 100,000 pounds. In taking inventory, the bales of pulp 
are usually scheduled according to their average contents, as set 
up on receipt of the pulp by weighing a certain percentage of the 
bales. Strictly, in addition to scheduling weights, a test should be 
made of a certain number of bales to ascertain the air dried content, 
as it is possible that the pulp may have absorbed more moisture 
since receipt. A difference usually exists between the quantities 
shown by the books and those revealed by the physical count. 

Forward contracts for pulps, etc. It will usually be found that 
contracts have been entered into for the delivery of pulps, chlo- 
rine, starch, coal, etc., over the ensuing yearortwo. ‘Thecontracts 
themselves should be inspected and the undelivered quantities 
should be scheduled. A register is usually kept showing quanti- 
ties under contract and already delivered under each contract. 
If it is thought advisable, confirmation may be obtained from the 
vendor. If goods in transit are set up at the date of the balance- 
sheet, care should be taken to see that such goods have been 
adjusted in the undelivered quantities under the forward con- 
tracts. It will be found that the contracts are for various prices 
and it is a fine point to determine whether or not these prices are 
above market price at the date of the balance-sheet. Determina- 
tion of a fair market price at the date of the balance-sheet may be 
no simple matter. It is interesting to compare the prices accord- 
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ing to the contracts for future delivery with the average price 
paid for pulp during the period under review, on which the profit 
or loss for that period has been made. Often a contract entered 
into at a high price may be canceled in consideration of a new 
contract made for, say, double the amount for twice the period. 
Thus at the date of the balance-sheet there may be an outstand- 
ing contract for the delivery of 1,200 tons of pulp over a period of 
a year at the rate of 100 tons a month. The contract price may 
be $24 a ton and the market price at the date of the balance-sheet 
$22. Between the date of the balance-sheet and the date of the 
audit the price of pulp may have dropped to, say, $20 and the 
original contract may have been cancelled and a new one entered 
into for 2,400 tons at $21.85 per ton, a slight reduction in price 
from the old contract in consideration of increasing the quantities 
to be delivered. The new contract may call for delivery over a 
period of two years. In such a case as this the price under the 
new contract is less than the market price on the day of the 
balance-sheet, but may be higher than the market price likely to 
prevail during the life of the contract. In the circumstances, it 
would seem wise to set up a reserve for the difference between the 
price stipulated in the old contract and the market price on the 
day of the balance-sheet. Should it be considered that the dip to 
$20 was purely temporary and as a fact the new contract had been 
secured on exceptional terms, there may be grounds for contend- 
ing that no reserve is necessary. 

Finished paper. The quantity of finished paper carried will be 
determined by the policy of the management. Some mills manu- 
facture only to order, while others manufacture for stock. What- 
ever the policy pursued, all mills carry ‘‘cull’’ rolls and cut down 
pieces. It is the auditor’s duty to see that these are valued at a 
fair market price, which may be considerably less than the price 
for paper in perfect condition. The paper on hand turned out in 
the last day or two before the balance-sheet, which may be classi- 
fied either as work-in-process or as finished paper, can usually be 
verified with the daily production reports sent to the office after 
each shift. 

It is often possible to reconcile total production with sales and 
establish the correctness of the inventory of finished paper. Pro- 
duction, in tons or pounds, can be ascertained from the monthly 
summaries of the daily production sheets and the sales, in tons or 
pounds, from the monthly summaries of sales. 
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The Accounts of an Oil Company * 
II 


By H. G. HUMPHREYS 


At the present time executives are more concerned than ever 
before with regard to the conservation of their company resources. 
In my previous article on this subject, which appeared in the 
February issue of THE JOURNAL, attention was directed to the 
importance of the disposition-of-funds statement and the par- 
ticular advantage of ascertaining the amount of gross additions 
to properties * (See schedule below) as well as the net additions 
(**). In the article mentioned, a brief outline was given of a 
method of developing the control figure of gross additions. This 
control figure may be analyzed by means of the appended form: 


CHANGES IN PROPERTY ACCOUNT FOR THE PERIOD 


Vertical Classification: 

Consisting of each general ledger property account, divided by departments, 
covering operating, developing and non-operating properties (e.g. oil and gas 
properties in operation, distributing stations—each in one amount). 


Horizontal Classification: 
Total expenditures, including additions to work in progress 
Deduct: 
Credits on disposals and retirements 
Cash proceeds 
Warehouse credits 
Trade-in credits 
(*)Remainder, being gross additions to properties 
Transfers— 
Total of “in’’ equal to total of “out” 
Deduct: 
Charges to reserves 
Charges to profit and loss 
Cancelled leases 
Other property disposals and retirements 
(**) Balance being net additions to properties 


It is perhaps needless to say that before making capital ex- 
penditures an estimate of the cost of each project should be made 
in detail and be officially approved and that actual expenditures 





* The first article in this series appeared in THe JourNaL or Accountancy for February, 
1933. The third article will appear in the May, 1933, issue.—EptTor. 
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in excess of ‘respective estimates should be investigated and 
report upon them made to the proper officers. 

The peculiarities in the balance-sheet of an oil company, 
broadly speaking, will be found in four items: properties, reserves, 
inventories and tax liabilities. The other assets and liabilities 
are common to most industries. 

Another interesting feature lies in the fact that while the debit 
for raw material (crude oil produced) is a current asset, the cor- 
responding credit is given to oil earnings, valued at the posted 
market price prevailing at the date of production. The liabilities 
incident to production consist of operating and maintenance costs, 
including taxes and insurance, the total of which ordinarily 
average from ten to twenty cents a barrel. In normal times, the 
anticipated future earnings from settled crude oil production for 
a three months’ period shown as a current asset in a balance- 
sheet specially prepared for bankers’ information has been al- 
lowed as such by bankers. The depletion and depreciation re- 
serves—to be discussed in a subsequent article—account for the 
decrease in book values of oil properties in respect of crude oil 
produced. 

Come now the departmental investment and income state- 
ments. First, they will be submitted in condensed skeleton form, 
by departments, and in later articles the corresponding details 
will be discussed. These condensed statements, which follow, 
are usually compiled for the month and year to date: 


(0) ALL DEPARTMENTS 
Properties and Reserves 
Cost of undeveloped and developing oil and gas properties and 
other non-operating properties................. 





Deduct: reserve for amortization of leases, etc. ...... <diatiheneadaed “a 
Cost of properties in operation................... $ 
Deduct: reserve for depletion and depreciation. .... 

Total depreciated cost of properties........... $ 


General Income Statement 
1. Gross earnings (with the exception of sales by distributing sta- 
tions for company cars, etc., all inter-company and intra- 
company sales are eliminated, corresponding elimination 
being made from next item (2)) .. 2... 0.0... cece cece eee $ 
2. Deduct: 
Operating expenses, cost of sales, general taxes, selling and 
aGenisisteative GRPORSER, BBs a6 6 occ c ce scewcsssonsecces 
3. TENS GROIN ss vk ved dec teecderndseweleienen 
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4. Add: 
Non-operating income—non-recurring....... $ 
Non-operating income—recurring........... 








6. I, 0 arta a Gaus ss nse bance ee op aa ate ened 

7. Deduct: sundry non-operating charges......... $ 

8. Allowance for income taxes................. 

9. Income available for interest. ................02-005- 
10. Deduct: interest and discount expenses.................. 
11. Income before capital extinguishments (taken up as re- 


sources in disposition-of-funds account)............. 

12. Deduct: depletion, depreciation, amortization, canceled 
leases, disposal of assets, retirements and other capital ex- 
ROE REST CRETE LE TT Poe Pree 

13. SO OO ON Ie TD eT ME $ 


Note: (a) Total depreciated cost of properties, as above, is the aggregate 
of corresponding costs per departmental statements (1-8) following: Costs of 
non-operating properties are charged against the department which will even- 
tually operate them—e.g., undeveloped oil and gas properties are included in 
(1) statement of oil and gas properties. Accordingly, canceled leases are 
deducted from income in the same statement. 

(b) Net income (item 13 above) less non-operating income, non-recurring 
(item 4 above) is the aggregate of net income per departmental statements 
(1-8) following. 

(c) The following are the general expenses (net) which are apportioned over 
departments 1-8 in ratio to respective depreciated cost of properties at the 
date of the balance-sheet: 

(1) Administrative expenses not directly allocable to departments 
(2) Non-operating income—recurring 

(3) Sundry non-operating charges 

(4) Allowance for income taxes 

(5) Interest and discount expenses 

(d) In making state income-tax returns of a company which operates or has 
investments in two or more states, one is beset with many difficulties. Cer- 
tain income and expenses may be directly allocated to a given state in accord- 
ance with the income-tax laws of that state. Some items of income are non- 
taxable and some expenses are non-deductible—these are eliminated. The 
balance may be distributed over states in accordance with the principle of 
apportionment above mentioned. 


(1) Om AND GAs PROPERTIES 


Eh ES AE ae ere a ee $ 
Deduct: reserve for depletion, depreciation and amortization. . 
Depreciated cost of properties. ...............0.eceeeees $ 


Condensed Summary of Income 
SE A OI CIE io. oa i. vis Kee ctd cies daceaceeginaeecs $ 
eee eee eT er re 
*Inventory increase (closing inventory being valued at prevailing 
posted market prices at date of balance-sheet).............. 
eink coveukonsdsebensessdeducsh 
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PFE E TT TCO OC ee $ 
BONES BOT. 6.6.6 a nic acccacodesensons 





CIID 6 5:00. 4 a's «00-440 bee Daemons + amare eReeees 
Deduct: 
Operating and maintenance expenses.......... $ 
General expenses—direct..............-0000- 
General expenses (net) apportioned........... 





Income before capital extinguishments................. 
Deduct: depletion, depreciation, amortization, canceled leases, 
other capital extinguishments and property disposals. ....... 
eT ee ee bg aiaraealece ataueen Otee as 
*NoTE: state barrels and amount 


(2) CrupE-O1r STORAGE 


Cost of properties (land, easements, tanks, etc.)............. 
Deduct: 
wt Fit Gs i di oca isan Sed wetade esse cesess 
Daepeactseed cast GE GUOWRIEIID . 6.5.6.5 55s 55 658s ccc cesien ses 


Condensed Summary of Income 


"Ee “OURO 5. 5id's nc 6nd dad edie theses beers vaespesas 
pe ee rrr rT errr te 
Miscellaneous earnings—external..............00 eee eee eees 
Miscellaneous earnings— internal. ..............0cecceceeces 
Oe TTT CRC Teter. re ee 
Deduct: 
RO EE i ac tetkeseceieaedeeea $ 
*Inventory decrease or increase. ................ 
Operating and maintenance expenses............ 
General enpemene GEE oko sb cccesasecivscsasic 
General expenses (net)—apportioned............ 


f 





Income before capital extinguishments................. 

Deduct: depreciation and property disposals ............... 

rem ee ee 
*NorTE: state barrels and amount 


(3) Pree-LiInE DEPARTMENT—CRUDE OIL 


ee Erne ie irr een na nies aplasia 
Deduct: reserve for depreciation. ........ccccccccccccccsces 
Depreciated cost of properties. .................0eeeeee 


Condensed Summary of Income 


Pina... go 5c kan 045 0 beer e eee ht ee es anedues 
Miscellaneous earnings—external..................0eeeeeee 
LES LE SET Me eT Pe 
Miscellaneous earnings—internal........... 0.00020 e eee eeees 
ee ee ee eee ee etre ee ee 
Deduct: operating and maintenance expenses. .... $ 
General expense—direct................ 





General expenses (net)—apportioned.... . 
Income before capital extinguishments.. . . 
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Deduct: depreciation and property disposals................ $ 
PD ides nats cars tideisanswse sds meaeeden $ 
Barrelage: 
Co OTT TTT eT Te ee 
a din nbs coustvescwnekt —a 


Barrels to be accounted for.................. —————— 

Nore: It is generally known that the large pipe line companies 
(common carriers) carry their accounts in accordance with 
the I.C.C. classification. The above form has to do with a 
comparatively small pipe-line system. 


(4) NATURAL GASOLINE DEPARTMENT 


en NN ios ied eo deaas eicaehs AEUbh Eee ae Seen $ 
EPOdwCEs MEOTVS FOF GOOTOCIREIOR ..«.... occ cc scccccccccccsess 
Depreciated cost of properties................00eeeeeee $ 


Condensed Summary of Income 


*Net sales of products $ 
Dt. ast-ekecbkieaebeedGabes stirs subaweceeseons 
RL ata sch sips hs Wis ni daicel gM sap Wikre wae oie AOR 

*Residue gas sales 
ic tsar Bc Bhat ah ca desde ne eB ae ae eine 
i eed h twibw mh khde 64's a0, weaned kee 

Miscellaneous earnings 
NN Aah tak nh ah Alda Starw serge nl ace eapahalda aaa ale aalaldaeart 
ta a isis, rs Sitgrt cdr erdhimnbio ek erkairatacs ae 

ET ET Ce ee ee 

Deduct: 

**Casinghead gas purchases................... $ 
ET PT Ee 
Operating and maintenance expenses.......... 

ee ee ee 
*Inventory decrease or increase............... 
Selling expenses—apportioned................ 
General expenses—direct.....4............45. 
General expenses (net)—apportioned.......... 











Income before capital extinguishments................. 
Deduct: depreciation and property disposals................ 
IE SR REE Ly, a aE LEE $ 
Note: “state gallons and amount 
**State M. cub. ft. and amount 


(5A) REFINERY DEPARTMENT 


eT eee Pear ne ee $ 
Deduct: reserve for depreciation. ...............0.eeeeeees 
Depreciated cost of properties..................000 eee $ 


Condensed Summary of Income 


*Net sales of products—external. ...... 2... . 0. cece eee eeees $ 
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*Net enles of producte—tetermal..... 06 ccccc cc cca staccecssede $ 
Miscellaneous earnings—external.................-.-00008- 
NES 6 Sididd. cds ORASA NS ond Rha eh eaee ds dRebee Re 
Oo SPPPL PORT TL OPETEE TTPO Ce Tr 
Deduct: 

*Crude oil consumed, plus pipage.............. $ 
Processing loss (quantity only)............. 
Operating & maintenance expenses........... 

FP I. 6 kaos a oo. e ESE 

*Inventory decrease or increase............... 
Selling expenses—apportioned................ 
General expenses—direct..................-. 
General expenses (net)—apportioned.......... 
Income before capital extinguishments................... 

Deduct: depreciation and property disposals................ 
PE: RONNIE. 0 ox sanded ain de matelemn see OER oS 80 ke $ 
Norte: *state gallons and/or barrels and amount 





(5B) LUBRICATING DEPARTMENT 


Com aE I x58 wien bse ks Saeed eee $ 
Maserve tie Games 6a 6 cin s css oes eRe «hc eemi 
Depreciated cost Gf PODGTEER. . ow... cccencccsscessscss $ 


Condensed Summary of Income 


“Net sales of producte—-Gebiinal ..w.. 5. cc is cc ceecediseian en 

“Net aales of producte—datermal . ....... 5 noc sc iss cnciccuwen meade 

COU INS. 6 <4: 0:s'n'0 0s 0 cdnnsenneebe skies 
Deduct: 

*Commmonent GHA, SOG. WOOE «.o. o6cecsisesicpeass’s 
Operating and maintenance expense........... 
Inventory decrease or increase............... 
Selling expenses—apportioned ............... 
General expenses—direct.................4.5. 
General expenses (net)—apportioned.......... 

Income before capital extinguishments................. 

Deduct: depreciation and property disposals................ 
fe PPOPTTTITIT Tee Tie re eee ie 
*NoTE: state gallons and amount Pee ot 





(6) TANK-CaR DEPARTMENT 


8 OT oie $ 
Deduct: sonerwe far GagreRbiOe «oi. )6.c oe 5 5 oo csewitisn eu ee 
Depreciated cost of properties..................0000005 $ 


Condensed Summary of Income 


Car senbela WR: 65 fo SS oc oes e silos iocdeww dee eee $ 
Coe puini--Ge, sw sc Sk sie cv idincicssccsissce iene 
I GUE GOED. 4 5 5 onc a see ccr svc dveddetenavess™ 
rr 


Re A than 
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Pe TEE GUNN CUE: gn 5k ko ce esi seneutnowss $ 
Misecelnmmowe Gurmimes Calermal. . . . ww. ccc secasens 
de Ry ee ain 4.3 od lain wea & alasai tae a ea 2 
SUI ss Ska ad vinlawdomme precs ces 
NG 55. Rirdewindon res ed Ceeee ues 
Repairs by railroads and others................ 
NES fo so iela ob kUWS Ge 5 oa kd es Ree alee 
Miscellaneous operating expenses............... 
General expenses—direct.................-.05- 
General expenses (net)—apportioned............ 
Income before capital extinguishments................. 
Deduct: depreciation and property disposals................ en een 
I ak dee da a weenie $ 
Norte: in the general income statement the net income of this 
department is applied in reduction of expense. 





(7) DisTRIBUTING STATIONS 


EE OE ne ET oto er ae a re $ 
Dhedmct: seeerve for GenreCimtiem . .. cok cc. k cc ccc ccece secs. 
Depreciated cost of properties..................0-0005. $ 


Condensed Summary of Income 


"het enles of gasoline, lubricants, etc... . . 5... ccc ccc cece $ 
Net sales of other merchandise....................... 
I cgi beatae c0.cab MMA SS hinee ween Se eee Kes 


Deduct: 
*Purchases from refinery, !ubrication department 
and natural gasoline department........... $ 


*Products purchased—external................ 
Other merchandise purchased—external....... 
ne Se ec c was cee oe cbs dese 
*Inventory decrease or increase............... 
Direct operating and maintenance expenses. . .. 
General expenses—direct .................... 
General expenses (net)—apportioned.......... $ 
Income before capital extinguishments.................. 
Deduct: depreciation and property disposals................ 
RPI RE Pasa” 5 fe a 2 aR a $ 
*NoTE: state gallons and amount : 





(8) INTERNAL UTILITIES 


Drilling, cleaning out and fishing tools 

PPI, TODCUNOS 6 5 kis coc cnccsiseccns Cost of properties.... $ 

Be IG oo ko niece cccisins esis Reserve for deprecia- 

CO Cee eer eee Te tion and property 
NG. + 640s cebee sis dcctwsdet disposals..,...... 

0 er oe mee Depreciated cost of 
EE ere ee properties........ = - 
Cee ei cca ae Bo! Pe) ied Riva belt ee 
Other internal utilities.............. 
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Condensed Summary of Income 
(Subdivided by Properties listed above) 


COR IIEIIE..5.o. 6. 5 cata bepene has Eines bes cansaea tere $ 
Operating expenses and maintenance.....................4. 
General expenses—direct..................205. $ 
General expenses—apportioned.................. 
Income before capital extinguishments................. 
Deduct: depreciation and property disposals................ 
Pee EL 2c cok uk ee ree nn canes ate - 





The foregoing forms 1-8 are somewhat more condensed than 
those used in actual practice, particularly as to natural gasoline, 
refinery, lubricating and stations departments. However, the 
details of these four departments are to be given in subsequent 
articles, together with a combined marketing statement. For the 
reader’s present information, the following brief outline of the 
forms in the comptroller’s summary book may suffice. This 
book contains a separate sheet for each department and internal 
utility, the horizontal classifications of which consist of fourteen 
(14) columns: (1) close of last year, (2) to (13) monthly trans- 
actions January to December of current year, (14) close of current 
year. The description of the vertical classification might be: 


Property : Income: 
Opening balance (a) Gals. of sales (b) amount of sales 
Gross additions divided by products (or commodi- 
Other changes ties) subdivided by grades 
Closing balance Deductions from sales: 

Reserves: Discount on sales 
Opening balance Quantity discount allowance 
Additions per Other deductions 

profit and loss Other items would be substantially 

Other changes as shown in the forms 1-8 given 
Closing balance here, arranged to show cost of sales 


or net back (sales less expenses), 
followed by essential per gallon 
and percentage figures. 
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Grain Trade Accounting in Canada 


By Mitton T. Howarp 


Competent authorities agree that the buying and selling of 
grain is the most complex and difficult form of merchandising 
known to the world today. The margin of profit on the business 
transacted is relatively small, and there are many opportunities 
for the development of serious losses which, unless detected and 
checked, may lead to disastrous results. Gradually, down 
through the years, the present policies, methods and organization 
of the grain trade have evolved. 

For the benefit of those who are not acquainted with the 
various operations in the marketing of the Canadian grain crop, a 
few words relative to the general conditions under which the 
business is conducted may be appropriate. 

Canada’s claim to consideration among the important grain- 
producing and exporting countries of the world is based upon the 
production and export of wheat. Other grains such as oats, 
barley, flax and rye are also produced in considerable volume. 
The wheat production of Canada, however, is exceeded only by 
that of the United States and of Russia, while in volume of wheat 
exported Canada has taken first place in recent years. 

More than 90 per cent. of the wheat produced in Canada is 
grown in the provinces of Manitoba, Saskatchewan and Alberta, 
commonly known as the “prairie provinces.”” The bulk of the 
grain from western Canada moves eastward to Fort William and 
Port Arthur on Lake Superior, thence over the Great Lakes, 
canals and railroads to eastern milling centers or ports for export. 
The quantity moving westward for export via Vancouver and 
Prince Rupert has increased in recent years, however, and now 
represents a considerable volume. In general, the method of 
handling shipments by western ports is similar to that of the 
eastern route, except that the grain moves direct from the coun- 
try or interior terminal elevator without the necessity for an inter- 
mediary such as the lake shipper. 

The actual movement of grain is handled by four more or less 
distinct types of agencies, namely: country elevators (usually 
owned and operated by what are known as line companies), 
terminal elevators, shippers and exporters. The activities of 


196 





Grain Trade Accounting in Canada 








some companies cover only one type of agency while other or- 
ganizations combine the operations of two or more agencies. 

The grain trade of western Canada is at present about evenly 
divided between agencies, usually incorporated companies 
(which do their marketing through the Winnipeg grain exchange) 
and a group of coéperative organizations of farmers known as the 
“pool.”” The “ pool’’ comprises the provincial pools of Manitoba, 
Saskatchewan and Alberta. These associations operate as units 
in the assembling, shipment and sale of grain, both domestic and 
export. 

This article deals with the functions and activities of corpora- 
tions of medium size which are not members of the “pool,” al- 
though the accounting methods probably would not vary greatly 
between the two types of organizations. As far as possible the 
relative data are presented in sequence of actual transactions 
from the time the grain is delivered to the country elevator until 
export delivery has been made. 

As stated previously, the actual movement of grain is handled 
by four more or less distinct types of agencies, namely, country 
elevators, terminal elevators, shippers and exporters. The first 
class takes care of the purchase and movement of grain from the 
country point to the terminals. The terminals receive and store 
the grain until sale has been made by the first group and delivery 
is called for by the miller or shipper. The third group, the ship- 
pers, consists of the concerns that buy the grain from the country 
and line elevators (usually through the facilities of the Winnipeg 
grain exchange) and transport it to a port on the eastern end of the 
Great Lakes or to Montreal, New York or one of the other large 
seaports. Many of the shippers have connections with exporting 
firms, though rarely have they an exclusive agency. The ex- 
porters negotiate the sales to buyers in other countries, filling 
their orders by purchases from the shippers. 

Numbers of country elevators are owned by the large milling 
companies, but, with the exception of those operated by the 
‘‘pool,’’ most of them are owned by line elevator companies. 

Some organizations combine the operations of two or more 
agencies, but in such cases, inasmuch as the nature of the opera- 
tions of each of the types of business is quite distinctive, the usual 
procedure is to segregate them into departments operating as 
separate units and conducted much the same as individual 
agencies of like nature. 
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ORGANIZATION 


Line elevator and terminal elevator companies are, in most 
instances, incorporated under the Dominion companies act, with 
an authorized capital of from $1,000,000 to $5,000,000. The 
head office of the company is usually in Winnipeg, Manitoba, and 
the business is conducted from there by a managing director or 
general manager who is responsible to the board of directors, who 
are in turn responsible to the shareholders of the company. 

Shippers and exporters are also usually incorporated companies 
with a moderate capitalization and having their main offices in 
Winnipeg or one of the eastern centres, from which their opera- 
tions are conducted. 


COUNTRY ELEVATORS 


The operations and activities of companies engaged in the grain 
trade commence with the country elevator. The majority of 
country elevators are owned and operated by line companies, 
that is, as the name implies, by companies which own a number of 
elevators situated along the railroad lines in farming districts. 
The companies’ business comprises the handling, purchase and 
sale of grain through the country elevators and the purchase and 
sale of grain in the markets of Winnipeg, Chicago or Vancouver. 
The elevator companies will either buy a farmer’s grain or handle 
it for him on consignment. As a means of augmenting their in- 
come, many companies also handle such commodities as coal, 
wood, flour, twine and fencing material. 

Inasmuch as the operations of the majority of country elevators 
are carried on by line companies the general procedure of an 
average line company operating, say, 100 country elevators, has 
been adopted as a basis for the remarks in the following para- 
graphs. 

LINE OPERATIONS 


The initial step in the operations of the company concerns the 
elevator agent, or operator, as he is sometimes called. The 
country elevator agent is the point of contact between the farmer 
and the company, and his position is a difficult one. Upon him 
depends, very largely, the maintenance of friendly relations 
between the farmers and his company. He is responsible to the 
general manager, directly and through the superintendents. 
His duties comprise the operation of the elevator, the purchase of 
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or acceptance of grain to be held in store or shipped to a primary 
market on consignment, and the sale of coal, wood, flour and 
other staple supplies which are usually handled in car-load lots. 

The agent must be a capable grader of grain. A list of street 
prices—that is a list of prices which he may pay for the various 
grades of grain—is furnished daily by the head office to each agent 
and his purchases from the farmer are made at these prices on the 
basis of the grade placed on the grain by him. If the farmer does 
not wish to sell his grain at the time when he delivers it to the 
country elevator, he can arrange to have it placed in storage, 
which is of two classes ‘‘graded’’ and “special bin.” In the case 
of graded storage, the agent weighs and grades the grain and 
issues the farmer a storage ticket or receipt, which the company 
will redeem at the price prevailing for grain of like grade on any 
day on which the farmer may wish to sell. Special bin storage is 
provided for the accommodation of any farmer who does not wish 
to accept the grading of the agent. In this case the grain is 
weighed into a separate bin and is later shipped out and sold at 
the farmer’s direction, the shipment being treated as a consign- 
ment, and the farmer receives the price for the grade determined 
by government inspectors at Winnipeg or the terminal point to 
which the grain may be shipped. Storage is charged, at rates 
established by the government, for time the grain is held in store. 

The agent makes daily reports to the head office of the com- 
pany, giving details of grain purchased, grain stored, storage 
purchased and grain shipped. Reports of sales of supplies, 
collections, etc., are also furnished at definite intervals, usually 
once a week. 

In addition to the business handled through its own elevators, 
the company solicits the handling of grain on commission. This 
includes grain loaded through elevators owned by some other firm 
and consigned to the company and also what are known as “plat- 
form” cars. A platform car is one which has been loaded directly 
from loading platforms by the farmer and consigned to the com- 
pany, the farmer in this manner escaping the elevator handling 
charges. 

Grain is sometimes purchased ‘‘on track,” that is, cars may 
have been loaded on track but not have arrived at Winnipeg or a 
terminal for inspection. These cars are purchased on the basis of 
the expected grade, adjustment being made at the time of settle- 
ment for any difference in grade. 
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PAYORS 


The payment for grain purchased through the country elevator 
is usually made through what are known as “ payors.”’ These are 
banks, wherever possible, or persons in the same town or district 
as the country elevator, appointed by the company to redeem its 
paper (grain vouchers, cash tickets, or orders on payor) which have 
been issued by the agent or the head office to the farmer in pay- 
ment for his grain or for reimbursing the agent for expenses, etc. 
The payors are usually reimbursed through drafts drawn on the 
head office, although in some cases arrangements are made for 
settlement by cheque. 


SHIPMENTS 


The company-owned grain and graded-storage grain is shipped 
out by the agent as directed by the manager, the large percentage 
being shipped to some terminal at Fort William, Port Arthur or 
Vancouver. Cars shipped by the eastern route are usually in- 
spected and graded by government inspectors at Winnipeg, while 
shipments to Vancouver will be examined at Calgary, and the 
company will be officially notified of the results of the examina- 
tion. Moose Jaw, Saskatoon and Edmonton are also official 
inspection points. If the company is not satisfied with the grade 
reported, a re-grading can be called for at the unloading point, 
or there may be request for a survey by the survey board. In 
that case the car will be held on track at the unloading point until 
the survey has been completed. Occasionally the government 
grading can not be made at the usual inspection point because the 
car may be too full for convenient sampling. In such cases the 
grading at the time the car is unloaded is the only grading ob- 
tained. The car, unless diverted, proceeds from the inspection 
point to the terminal selected and is officially unloaded. The 
terminal company forwards the line company an out-turn report, 
showing the gross and net weight unloaded and the freight and 
unloading charges. The latter company may then obtain a 
warehouse receipt for the grain by paying the freight and unloading 
charges. 






SALES 


The company usually sells the grain to the shipper after it is 
received in store in the terminal. In some cases sales are made to 
milling companies situated in the interior or to other grain com- 
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panies which are in need of grain to fill their commitments. In 
such cases the cars may be diverted before reaching the terminal. 
Sometimes cars are sold after inspection but before being unloaded 
at the terminal—these are known as B. & I. cars, i.e., billed and 
inspected. Cash grain is usually sold through brokerage firms 
which act as a medium between the buyer and seller. 


FUTURES MARKET 


A conservatively managed company is not engaged in specula- 
tive trading and consequently tries to protect itself at all times 
against price fluctuations. Theoretically a perfect hedge should 
be kept at all times, as the purchasing price at the country point, 
as compared with the futures-market prices, provides for the 
company’s profit, and, as purchases and sales are made, the 
hedges should be correspondingly adjusted. The management 
may, however, wish to speculate on the general tendency of the 
market and accordingly arrange the net market position long or 
short to meet its views of the situation. 

During a year the company will handle, on an average, say, 
approximately ten million bushels of grain—this, however, subject 
to wide fluctuation according to the size of the crops in the dis- 
tricts in which the company is operating. The grain on hand at 
one time will vary from a minimum of a few thousand bushels at 
the beginning of the crop year to a maximum of two or three 
million bushels during mid-season. The shipper and exporter 
may at times hold large stocks of grain through purchases against 
anticipated sales, or they may have made sales for delivery at 
some future date against which they may hold no grain. 

Under the foregoing conditions neither the line company nor 
the shipper or exporter can risk the possible loss through market 
fluctuations in the price of grain and from these circumstances 
arises the necessity of a futures market. 

On the futures market the dealers may hedge their position by 
contracting for the purchase or sale of grain, delivery to be made 
at some future date according to the delivery month named. 

Buying and selling transactions may be either ‘‘cash”’ (includ- 
ing ‘‘spot’’) or “‘futures.”” In cash transactions actual grain of a 
specified grade in‘a specified position is bought and sold, and the 
terms are cash upon delivery. In “‘spot’’ transactions the grain 
is already at the delivery point and ownership is immediately 
transferred. In ‘futures’ transactions contracts are made for 
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the purchase or sale of grain to be delivered within some specified 
month in the future. Delivery of actual grain on these contracts 
is frequently made, but most futures contracts are closed out by a 
reverse transaction before delivery date. 

Most of those entering into futures contracts desire only 
temporary protection or insurance against price fluctuations 
affecting actual grain in their possession or actual grain they pro- 
pose to acquire, while others buy or sell in the hope of being able to 
make a profit out of the changes in price they expect will occur 
before the delivery date. The operations are carried on through 
the Winnipeg Grain & Produce Clearing Association, Limited, 
usually referred to as the clearing house. 

The futures market is open during specific hours on business 
days and the delivery months to be dealt in are specified. These 
vary according to the time of year. The delivery months on the 
Winnipeg market are May, July, October, November and De- 
cember and there are never more than four of these deliveries 
being dealt in at one time, usually only three. 

Trading is carried on in lots of one thousand bushels and at 
delivery what are known as contract grades of the respective 
grains must be delivered. For instance, the contract grades of 
wheat are numbers 1, 2 and 3 northern. A trade made between 
two dealers is registered, and at the close of the futures market 
each day clearing-house sheets are made up by each trader. 
These show the open trades from the previous day, and the pur- 
chases and sales of the day, together with the name of the selling 
or purchasing member, the price at which the trades have been 
made and the open trades at the end of the day. The trader will 
either receive or give a cheque to the clearing house as the market 
has fluctuated in his favor or against him. This cheque will be for 
the amount of the difference between the day’s closing price and 
that of the previous day on the trades brought forward and the 
difference between the day’s closing price and the purchase or sale 
price on the business of the day. The daily fluctuations are ad- 
justed in this manner up to the delivery month. 

At any time during a delivery month a trader who is short, that 
is who has made more sales than purchases of a particular future, 
may deliver to the clearing house contract grades against his open 
sales. On the last day of the delivery month he is forced either to 
buy back his contracts or to deliver contract grades against his 
open sales. Conversely the clearing house may deliver contract 
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grain against open purchases to the trader who is long on any day 
during the delivery month. 

The clearing house allows its members a certain open ‘‘line’’ (so 
many thousand bushels) according to their financial rating and 
the amount of security deposited. At times of great market 
fluctuations calls for margin may be made during the session— 
such calls have to be paid within twenty minutes. 

The great importance of the futures market lies in the facilities 
it provides for protecting or ‘‘hedging’’ the transactions of those 
who handle actual grain. The grain dealer, the shipper and ex- 
porter and the miller desire to eliminate as far as possible the risk 
involved in the constant fluctuations of the prices of grain. They 
can secure a very large measure of protection by collateral trans- 
actions in the futures market, because, although there are im- 
portant variations at times, prices in the cash and futures markets 
influence each other and tend to rise and fall together. 

The futures market, of course, opens the channel for the grain 
speculator, as through a member of the exchange he may buy and 
sell futures without any intention of eventually accepting or mak- 
ing delivery of the grain. 


COOPERATION WITH THE POOL 


In many cases the company will have an agreement with the 
pool for the handling of grain grown by pool members. Such 
grain is not bought directly from the farmer but, except for the 
initial handling of the grain, all transactions are with the pool. 
Instead of buying and paying for this grain the company will 
receive it on a storage-and-shipping basis for the account of the 
pool and, if requested, will advance to the farmer such initial 
payment as has previously been promised. Daily reports of 
these transactions are made to the pool headquarters. The 
company receives its regular elevator handling and storage 
charges for the handling of the grain and also interest on ad- 
vances made. 


TERMINAL ELEVATORS 


Terminal elevators are of two classes, “public’’ and “ private 
regular’ elevators. The activities of terminal elevators comprise 
the receiving, storing, cleaning and loading out of grain. Public 
elevators are obliged to receive any grain tendered to them, 
providing there is sufficient room to receive the grain and it is in 
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proper condition for storing. In no case are they allowed to mix 
different grades of grain together while in store nor are they per- 
mitted to own or to deal in grain. . Private elevators, however, 
are only allowed to store such grain as is the property of the 
company owning or operating the elevator or such grain as is 
shipped to the terminal with the written consent of the owner. 
Private elevators, when so licensed, may carry on the business 
of mixing grades of grain which are below certain specified 
grades. 

When grain reaches a terminal elevator it is inspected, unloaded 
and held in store until it is ordered out for shipment, either to a 
mill or for export. Warehouse receipts, showing the quantity, 
kind and grades of grain are prepared and these are delivered to 
the owner upon his surrendering the bill-of-lading and paying the 
freight and inspection charges. The warehouse receipts are sur- 
rendered when delivery is requested and the grain is loaded out as 
directed, upon payment of such storage and handling charges as 
may have accrued. 


LAKE SHIPPERS’ CLEARANCE ASSOCIATION 


The Lake Shippers’ Clearance Association was formed for the 
purpose of facilitating shipments of grain on the Great Lakes. A 
shipper may have purchased several lots of grain stored at a 
number of different elevators. Should he wish shipment made it 
would be necessary to have the lake vessels call at each elevator in 
turn in order to receive the grain. To avoid this the grain dealers 
arrange to surrender their warehouse receipts to the association in 
exchange for ‘‘transfer certificates.”” These certificates may be 
sold to shippers or exporters or otherwise passed in the grain trade 
as evidence that the owner of the certificate may call upon the 
association for delivery of the specified quantity and grade of 
grain. The association arranges for the delivery of the grain to 
the vessel designated by the owner when called upon to do so. 


FINANCIAL ACCOUNTING 


To outline in detail the forms and procedure common to most 
businesses, which may be found in any good accounting hand- 
book, seems needless repetition. Accordingly, it is the purpose of 
this article to outline more particularly the accounting practices in 
the grain business which represent a departure from those found 
in other industries. 
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The accounts are all centralized in or controlled through a 
general ledger. The principal posting medium is the cash journal. 
The cash journal is in the nature of a large synoptic in which are 
provided columns for all of the more active accounts. The col- 
umns on the debit side usually bear such captions as clearing 
house, payors, exchange, advances, consignment vouchers, 
various grain accounts, station expenses, miscellaneous, bank 
deposits and sundries. The columns on the credit side may bear 
such captions as sundries, cheques issued, city sales, clearing house 
and various grain accounts. All of the general transactions, 
including the totals of many of the subsidiary records pass through 
the cash journal. 

To describe what might be termed the internal operation of the 
company and the accounting system generally it is necessary 
again to commence with the initial deal with the farmer. 

Upon delivering his grain to the country elevator, the farmer 
will receive from the agent either a cash ticket, if he sells the 
grain outright, or a storage ticket, if he places the grain in storage. 
The cash ticket will be made out for the amount due the farmer 
for the particular load, lot or parcel of grain and will be redeemed 
in cash upon presentation to the company’s payor or direct by the 
head office. The storage ticket will be made out for the quan- 
tity of grain received and will state the grade of and the dockage 
for dirt or other cause if the grain is placed in “ graded” storage or, 
if placed in “special bin” storage, the ticket will be so marked. 
The agent or company will issue a cash ticket for the graded 
storage ticket whenever the farmer wishes to sell the grain. 
Grain placed in special bin may be sold to the company at a later 
date, and in that case the storage ticket will be surrendered and 
a cash ticket issued for it, or it may be shipped to a terminal at 
the direction of the farmer, upon the return of the ticket and the 
payment of such charges as may have accrued. 

The cash and storage tickets are prepared in triplicate, the 
original is given to the farmer, the duplicate is forwarded to the 
head office by the agent and the triplicate is retained at the coun- 
try elevator. 

The agent is required to make daily reports of grain purchased, 
grain stored, storage purchased and grain shipped. The reports 
are prepared in duplicate sets and are ruled with appropriate 
headings and spaces for the various grains. All reports arenum- 
bered by the agent from the commencement of the crop year. 
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The numbers and details of the various tickets are recorded in the 
spaces provided and the original (together with the duplicate 
tickets) is forwarded to the head office. 

The accuracy of the reports and tickets is checked at the head 
office and the tickets are filed numerically under station (line 
elevator) headings until the original comes to hand, when they are 
compared and filed in the completed file for future reference. 

The purchase reports are entered in a purchase journal, record- 
ing the station name and the kind and quantity of grain, and ina 
purchase ledger. The purchase journal is maintained for the 
purpose of enabling the company to keep account of the total 
grain purchased at the elevators and also to act as a check on the 
purchase ledger. 

The purchase ledger is usually a combination journal and ledger 
having a separate section for each station. The sheets provide 
columns for the quantity of each grade of grain and an amount 
or money column for each grain. The money columns are totalled 
monthly and the totals of the various stations are recapped and 
recorded in the cash journal for entry in the general ledger, the 
entry being a debit to grain accounts and a credit to cash tickets. 
The bushel columns are totalled monthly, the balance being car- 
ried forward throughout the year. The total of each column at 
any time thus shows the total purchases to that date of each 
particular grade of grain at that station. These figures are used 
in compiling a book inventory and for purposes of checking the 
agents’ quantities and the loss on grades. 

The storage reports are similar to the purchase reports, except 
that no money value is recorded. The storage canceled reports 
are a record of storage tickets bought in or otherwise redeemed. 
Both of these reports are entered in the storage journal and stor- 
age ledger at the head office. 

The storage ledger sheets are ruled with columns for date and 
storage ticket number, together with columns for the various 
grades of the different grains. One side of the sheet is used to 
record the storage issued, while the opposite side is used to record 
the amount canceled, an account being kept for each station. 
The totals of the columns are carried forward throughout the 
year and the amount by which the issued storage exceeds the 
canceled storage represents the amount of outstanding storage of 
each kind of grain, that is, the amount of grain which has been 
received but not purchased at the respective stations. 
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The grain-shipped reports show the details of the grain shipped, 
viz., date shipped, car number, kind and quantity of grain. The 
respective bills of lading are forwarded with the report. These 
reports are recorded in the line-and-consigned-shipments record. 

The line-and-consigned-shipments record sheets are provided 
with columns for date shipped, car number, shipping weight and 
kind of grain, also the out-turn weight, grade and date. An 
account is kept for each station and the totals of the out-turn 
weights are carried forward throughout the year. The difference 
between the totals of the out-turn columns and the total sales at 
any time should agree with the amount of grain in the terminal. 
This record is also used in the periodical check of the agents’ 
stock. 

At all times the difference between the quantities purchased 
plus the outstanding storage and the quantities unloaded plus 
grain in transit should represent the quantities in the line ele- 
vators. Periodical ‘‘weigh-ups”’ of the stocks are made by the 
superintendents and the books are adjusted to the physical in- 
ventory. All large discrepancies are investigated and the agent 
is required to reimburse the company for shortages in excess of a 
nominal amount. The agent is usually bonded and if shortages 
occur for which the agent is unable to reimburse the company, 
the amount will be recovered from the bonding company. 

Consignments, which are of two classes, viz., (1) through ele- 
vator and (2) other or platform cars, are solicited by the company 
and are sold on a commission basis. The consignments through 
elevator will consist of special bin storage, while other and plat- 
form cars will consist of shipments by farmers through elevators of 
other companies or cars which have been loaded over the platform. 
Similar but separate records of the two classes are maintained. 

Each consignment of grain is given a number and a folder is 
prepared showing all the details in connection with it and con- 
taining the relative documents such as bills of lading, warehouse 
receipts, inspection and unload certificates, note for advances, 
selling instructions, etc. These folders are kept in an open con- 
signment file until the consignment is disposed of, when they are 
transferred to the closed consignment file. 

When a consigned car passes inspection the consignor is notified 
of the grade placed upon it and selling instructions are requested. 
These may be to sell at a given price or to await further instruc- 
tions. 
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The balance between the consignment shipments and consign- 
ment sales, after adjustment for over and under shipments, will 
represent the balance of consigned grain on hand and should agree 
with the details of the open consignment file. 

When a consigned car is sold, the purchaser is invoiced in the 
regular manner, the invoices being recorded in the consignment- 
sales record or in consignment-sales columns in the regular 
sales record. 

An account sale is then prepared. This will show the gross 
weight, amount deducted for dockage, net weight and selling price 
of the grain. Space is provided for the deduction of all accumu- 
lated charges, such as country elevation and storage, freight, 
terminal elevation and storage, advances, interest on freight and 
advances and commission. The account sale will be entered in 
the consignment purchase journal, the gross amount after deduct- 
ing the freight charges being debited to the particular grain. 
The charges previously referred to will be entered as a credit to 
the respective earnings and advance accounts and the net amount, 
which is the balance due the consignor, will be credited to his 
account or placed in the grain voucher column and a cheque or 
grain voucher will be prepared for the amount. The grain 
voucher is an order on the payor of the district where the ship- 
ment originated to pay the proceeds from the sale of the grain 
to the shipper. 

The company also purchases what are known as track cars. 
These are loaded cars en route to a terminal and the purchase is 
made on a basis of estimated grade and quantity. Settlement is 
made after the car has been officially graded and an out-turn 
has been received from the terminal. No record is made of these 
cars in the company’s books of account until settlement is made. 
In the interim they are classified as open purchases and at any 
inventory date are brought to market price and the profit or loss 
taken into the accounts. Settlement for track cars is made in the 
same manner as for consigned cars, the purchase record usually 
being a separate section of the consignment-purchase journal. 

Occasionally through an error, a consigned car will be sold and 
it becomes necessary to purchase grain in a terminal, usually 
referred to as spot grain, in lieu of it. This is known as a city 
purchase. 

Sales are usually made through the facilities provided by the 
Winnipeg grain exchange. When a sale is made the member’s 
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note or sales contract is handed to the sales bookkeeper and he 
prepares from it sales invoices in duplicate. These show the 
date, car number, quantity, price and amount. The warehouse 
receipts or bills of lading are placed in an envelope and together 
with the original invoice are taken to the purchasing company. 
The purchasing company will inspect the documents and check the 
invoice and, if everything is found in order, will prepare a cheque 
for delivery to the company when called for later in the day. 

The Winnipeg clearing association has in effect a system of 
clearing the cash transactions of such of its members as wish to 
avail themselves of this method of making settlement. The 
large majority of grain dealers are members of the clearing house 
and as the company’s sales will practically all be made to some 
other member, rather than have individual cheques prepared 
in settlement of its invoices the company will record the amounts 
on its clearing house sheets while the purchasing company will 
do likewise, settlement then being effected through the clearing 
house. In some cases the banks have made arrangements to 
present for payment through the clearing house all drafts drawn 
on such members as wish to make settlement in this manner. 

The various members notify each other of the amounts to be 
cleared each day and are notified by the banks of the amount of 
drafts they are presenting for clearing. The items are entered as 
debits or credits, as the case may be, on the various clearing house 
sheets provided for the purpose and a cheque is given or received 
for the net balance of the debit or credit of the cash and future 
amounts. 

The duplicate sales invoices are entered in the sales book, the 
money and bushels being recorded in the section provided for the 
class of grain sold, i.e., wheat, oats, etc. Separate sections or 
columns are maintained for line and consigned grain. The total 
of the money columns of the sales book are posted monthly to the 
general ledger, the entry being a credit to the various grain ac- 
counts and a debit to city sales account. The credit to city 
sales account will come through the cash journal from the receipt 
of the cheque from the purchasing company. The totals of the 
bushels columns of the sales book are carried forward throughout 
the year. 

Should a farmer wish to hold his grain either stored in the 
country elevator or in the terminal as a consigned car, he may 
obtain an advance from the company. The advance may be 
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made by the agent or direct from the head office, but it will only 
be for such an amount as will leave the company ample margin 
as security against market fluctuations. The farmer fills out a 
form requesting the advance and also gives his note for the amount 
received. In the case of grain in store in the country elevator 
he is required to surrender his storage tickets. 

The amount of the advance is entered in a memorandum book, 
the advance record, as the advance is made together with such 
details as the station, date, name and car or storage ticket number. 
This record is always referred to when compiling an account of 
sales or settlement to ensure that all advances will be properly 
deducted. As settlement is made the advances are marked 
‘“paid”’ in the column provided therefor. An extract of the 
open advances is made from the record monthly and reconciled 
with the general ledger account. 

In the case of advances on consigned cars the amount of the 
advance is also entered on the consignment folder previously 
described, and the farmer’s note and requisition for the advance 
is placed therein. A separate file of folders is maintained for the 
security held in respect of advances on graded storage. 

The entries in the books in respect of the advances will be the 
record of their issue and repayment, the principal records of issue 
being the cash journal and payors’ ledger and the consignment 
journal that of.repayment. The totals of the items are posted 
to the advance account in the general ledger. 

Provisional advances consist of advances received by the 
company and arise principally through cars being diverted to 
flour mills or other terminals. The company delivers the docu- 
ments to the purchaser and receives an advance until the car has 
been unloaded and final settlement is made. Details of the trans- 
actions are kept in the same manner as for advances on consign- 
ments. 

As stated previously many companies handle coal, wood, flour 
and other supplies. As sales of these commodities are made the 
agent prepares a report (separate forms are used for each com- 
modity), showing the quantity, the amount of the sale, whether 
credit or cash, and such other data as may be necessary. These 
are then forwarded to the head office of the company. Separate 
journals and ledgers are maintained for recording coal and flour 
transactions, while the details of such other supplies as may be 
handled will be entered in a third journal and ledger. 
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The coal journal is ruled with columns for recording the quanti- 
ties of the various kinds of coal handled and an amount column. 
The sales are recorded in the journal from the agents’ reports, 
while the purchases are entered from the purchase invoices, the 
amount column being totalled monthly and posted to the general 
ledger. The cash received from coal sales is deposited with the 
payor who will include the amounts in the payors’ report to the 
company’s head office. 

An account is carried in the coal ledger for each station handling 
coal. The sheets are ruled with columns for entering the quanti- 
ties of the various kinds of coal handled and an amount column 
for purchases, sales and cash received. The ledger is written up 
from the coal sales reports, coal journal and reports of collections 
from the payors’ reports. 

Similar records are maintained for flour transactions, while 
the details of other supplies are usually grouped in one single set 
of records in such detail as will enable an effective control of the 
agents’ accounts to be maintained. 

The agent prepares an expense report at the end of each month 
and forwards it, together with the supporting vouchers, to the 
head office. After being checked and approved the report is 
recorded in the expense register, which contains suitable columns 
for the distribution of the charges and such credits as may be due 
from the agent for rent, etc. A cheque or payor’s voucher is 
made out in settlement of the balance due the agent. The 
balance column in the expense register is the record of payors’ 
vouchers issued and the total of this column at the end of each 
month is credited to payors’ voucher account in the general ledger. 
The debits to the payors’ voucher account will come through the 
payors’ ledger as the vouchers are reported paid. The outstand- 
ing vouchers are listed monthly and reconciled with the balance 
in the general ledger. 

The payors, as already stated, are banks, wherever possible, 
or persons in the same town or district as the country elevator, 
appointed by the company to redeem its paper. The payor 
prepares a daily report, in duplicate, giving the details of the 
numbers and amounts of the various orders redeemed. The 
total is brought into a summary showing the balance forward 
from the previous report, receipts, disbursements and balance on 
hand. The original of the report is then forwarded to the com- 
pany’s head office. The documents supporting the report are 
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placed in an envelope, the face of which is in the form of a draft 
made out for the amount for which reimbursement is required. 
In the case where the payor is a bank the envelope is forwarded 
to Winnipeg for reimbursement through the bank’s branch or 
correspondents. Funds are usually sent by express to private or 
individual payors as required. 

The entries in respect of transactions with the payors are 
recorded in the payors’ ledger, a separate section being kept for 
each payor. The accounts are written up from the payors’ 
reports and each account is totalled and ruled off monthly and 
the totals are recapitulated for posting to the general ledger. 
The total of the individual balances on hand as shown by the 
recapitulation should agree with the balance in the payors’ ac- 
count, subject to adjustment for payors’ drafts not credited on a 
report or not paid but credited on the report. 

A futures ledger is maintained, in which are recorded the date, 
quantities and prices of purchases and sales of the various grain 
futures. The balances will represent the company’s open futures, 
the daily profit or loss on which is usually credited or charged to 
the respective grain accounts. 

The company will also handle future trades for customers. 
Usually however these are limited to such persons as dispose of 
their grain through the company. A separate option account is 
carried in the futures ledger for each customer, while the margins 
deposited and profits and losses will be recorded in their accounts 
in the general ledger or in a subsidiary customers’ ledger. When 
a customer’s future trade is completed a purchase-and-sale state- 
ment (P. & S.) is prepared in duplicate, showing the date of 
purchase and sale, quantity and kinds of grain, option month, 
purchase and sale prices, the profit or loss on the trade, brokerage 
and the net profit or loss to the customer. The original is for- 
warded to the customer, the duplicate being recorded in the cash 
journal. 

The manner of settling with the clearing house for the profit 
or loss on the trades has been described previously in this article. 
The clearing-house reports are prepared in duplicate and the 
original is filed with the association within forty-five minutes of 
the closing of the futures market. Fines are imposed for delay 
in filing and also for all errors in the reports. 

A daily statement of the company’s grain position is prepared 
for the information of the manager. Appropriate columns are 
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provided for recording such information as line receipts for the 
day, total receipts to date, shipments, balance in line elevators, 
line purchases for the day, purchases to date, graded storage, 
special bin storage, company’s grain in line elevators, in transit 
and in terminal, open purchases and sales, open futures and net 
grain position, comparison of quantities handled in various man- 
ners in current year and preceding year, together with such special 
information as the manager may request. 

A plant and equipment ledger is usually maintained, in which 
will be recorded details of the cost of each elevator, warehouse, 
dwelling, etc. A complete record of the cost, additions, sales and 
transfers, depreciation, etc., will be entered in it and the total will 
agree with the plant and depreciation accounts in the general 
ledger. 

The accounting records of terminal companies usually comprise 
a general ledger, a synoptic cash journal and a record of warehouse 
receipts. In the case of “private regular’’ companies subsidiary 
purchase and sales records will also be maintained. 

The journal sheets provide columns for recording the various 
principal classes of income and expenditure together with columns 
for recording bank deposits and withdrawals and the usual general 
ledger columns for entering such items as must be posted indi- 
vidually to the general ledger. 

Carloads of grain unloaded at the terminal elevator are recorded 
in the unload book, detailing the date and progressive number of 
the car unloaded, the kind, grade and description of the grain 
and for whose order the grain was received. The relative ware- 
house receipts are typed at the company’s elevator office and 
countersigned by the superintendent of the elevator and are then 
registered as to grade and quantity with the registrar of the board 
of grain commissioners. The receipts are delivered to the owner 
upon his paying the freight and inspection charges and surrender- 
ing the bill-of-lading to the company. 

The subsidiary purchase and sale records maintained by “pri- 
vate regular’’ companies provide separate columns for the quan- 
tity and amount of the various grains. The columns are totalled 
monthly, the balance being carried forward throughout the year, 
and the totals are reconciled with the control account in the 
general ledger. 

The records of shipping and exporting companies are compara- 
tively simple and usually comprise a general ledger and a synoptic 
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cash journal. The journal will be provided with appropriate 
columns for recording the number of bushels of the various grains 
purchased and sold, together with columns for recording bank 
deposits and credits, expenses, options, etc. Purchases and 
sales are usually for large quantities of grain and the transactions 
are therefore not nearly so numerous as in the case of line and 
terminal companies. 

Sales are usually made on the following terms: (1) in store 
Fort William, shipments from country elevators direct to western 
mills; (2) in store terminals at Fort William, Port Arthur or 
Vancouver; (3) c.i.f. lake and bay ports; (4) f.o.b. vessels at 
Canadian or United States seaports; (5) c.i.f. British or continen- 
tal ports. 

When grain is loaded out by the Lake Shippers’ Clearance 
Association, the latter turns the lake bill of lading over to the 
shipping company. Drafts, with invoices attached, are then 
prepared and delivered to the bank for collection from the export- 
ing company which in turn takes up the documents and accepts 
the delivery of the grain at the seaport. As soon as an ocean 
boat has been loaded with grain to complete a sale an ocean 
bill-of-lading is prepared and attached to a draft drawn on the 
foreign purchaser for the agreed amount. 

In the case of sales to Great Britain, as soon as the contract 
is made (invariably in pounds sterling) the sterling is usually sold 
to the bank which offers the highest price for the required delivery 
period. The same procedure applies to sales made to continental 
countries on the basis of their currency. Sales to France or 
Belgium are made on the basis of Canadian dollars per 100 kilos, 
and to many of the other European countries on the basis of 
United States dollars. Overseas sales are usually made on the 
basis of the London contract, which governs all contingencies. 

From the foregoing remarks it will appear that the grain busi- 
ness is a highly specialized industry. Much more could be writ- 
ten on the subject of accounting for grain companies, but it is 
hoped that the few points covered in this article may prove helpful 
to those interested. 
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HAROLD DUDLEY GREELEY, Editor 
RESPONSIBILITY OF AUDITORS UNDER BRITISH COMPANIES’ ACTS 


The decision in Canadian Woodmen v. Hooper, et al., 41 Ontario Weekly 
Notes 328, which was discussed in the January, 1933, JouRNAL OF ACCOUNT- 
ANCY, has evoked editorial comment in an annotation in the Dominion Law 
Reports for January 19, 1933 (1933, 1 D. L. R. 172). The editor of that pub- 
lication finds it “‘a matter of concern when ir trial courts in Canada decisions 
are given which so enlarge that responsibility (of auditors) as to make it diffi- 
cult if not impossible for the auditor to carry on his profession at all, or except- 
ing at a prohibitive expense to his client.’’ The degree of responsibility to 
which he refers is that fixed in 1895 by the leading English case of Re London & 
General Bank (No. 2), (1895) 2 Ch. 673. ‘‘ When it is considered therefore that 
the auditing profession throughout the English speaking world is builded upon 
the legal principles settled by this eminent authority,’’ which has been accepted 
for thirty-seven years as finally determining the duties and responsibilities of 
auditors of incorporated companies, the editor views with alarm the radical 
departures attempted by the judges of these trial courts. He seemingly over- 
looks the fact that in the Canadian Woodmen case the decision of the trial 
court was affirmed by the Ontario court of appeal. 

For accountants in the United States to understand the points at issue it 
must be noted that the responsibility discussed is specifically that of auditors 
of corporations incorporated under the statutes known as companies’ acts. 
The various Canadian statutes have been modelled upon the English companies’ 
act. The latter formed the foundation of the court’s opinion in the London & 
General Bank case. Auditors of incorporated companies are appointed by the 
shareholders at the annual meeting of the company. Unless the auditor hap- 
pened to be a shareholder he would have no right to attend that meeting and he 
never would come directly into contact with the shareholders. The resolution 
appointing him ordinarily would not state the scope of his duties, nor would the 
usual letter from the secretary of the company notifying him of his appoint- 
ment. Incorporated companies are regulated by statute and the appointment 
of auditors is regulated by statute. Therefore, says the editor of the Dominion 
Law Reports, we must look to the statute and to the interpretation of it in the 
London & General Bank decision to ascertain the auditor’s duties. We must 
pay no attention to text-books on auditing. 

The statutes of the various provinces require that the auditor shall make up a 
report upon the accounts examined and upon the balance-sheet and shall state 
whether in his opinion the balance-sheet given in his report is properly drawn 
up so as to exhibit, in the words of the editor, “a true and correct view of the 
state of the corporation’s affairs and as shown by its books.”” The leading 
decision referred to emphasized the necessity for honesty and reasonable care 
but pointed out that the auditor’s only duty was to the shareholders, that he 
owed no duty to give advice or to comment as to the manner in which the busi- 
ness was conducted. It concluded that his sole duty was to ascertain and 
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state the company’s true position at the time of the audit. There have been 
few Canadian cases involving the duties and responsibilities of company audi- 
tors because the London & General Bank decision was regarded as the last word. 

Commenting on this view of the auditor’s duties, the editor says that the 
auditor “ has nothing to do with the acts of the directors or of the people whom 
the directors employ to assist them in conducting the business; his one duty is 
to see that the shareholders in due course get a balance-sheet which exhibits to 
them a true and correct view of the state of the corporation’s affairs."” Hethen 
interjects a quotation from the opinion in Le Lievre v. Gould (1893), 1 Q. B. 491, 
497: “A man is entitled to be as negligent as he pleases towards the whole 
world if he owes no duty tothem.’’ With reference to the Canadian Woodmen 
case, the editor continues, ‘The real importance of this decision lies in the 
implications arising therefrom which constitute a rather dangerous departure 
from the principles laid down in the London & General Bank case, seeming as it 
does to place upon auditors a duty to the directors to inform them respecting 
matters of which directors are supposed to have first hand information. It is 
submitted that auditors of companies are not called upon to accept responsibil- 
ity of this nature.’’ “ Auditing is a matter of pure contract and the nature of 
the duties to be performed must be determined by the contract itself and by no 
other test. If the contract does not expressly lay upon the auditor the respon- 
sibility for discovering fraud or other irregular transaction, he has no duty laid 
upon him to look for it. It is, moreover, to be assumed that the compensation 
of the auditor is fixed with due regard to the duties required of him by the 
contract.’’ Thus it would follow, logically, that the restrictions upon the 
responsibility of an auditor of an incorporated company would not necessarily 
apply to auditors undertaking engagements of a different character. 

When the controversy is viewed from this distance, it is a little difficult to 
understand how an auditor can ascertain and state a corporation’s true position 
if he owes no duty to anyone to make an attempt to discover fraud or embezzle- 
ment not openly apparent. A certificate that the balance-sheet agrees with 
the books means merely that an exercise in comparing has been successfully 
completed, because if the books had been assumed to be correct there would 
have been no need toaudit them. If the pending cases indicate a change in the 
Canadian law, it is unfortunate for the defendants in them that they happened 
to be the auditors on the spot when the change began. It is difficult to refrain 
from speculating on whether or not these defendants should be relieved on the 
theory that an implied contract limited their responsibility; and on the prac- 
tical result of applying the maxim that ignorance of the law excuses no one, 
when the law takes a sudden turn (shall we say to the right?) which no one 
foresaw. 


SALE OF INTANGIBLES 


Most successful accountants, doctors, architects, lawyers and other profes- 
sional men entered their respective professions chiefly because they believed 
they would rather do that kind of work than any other about which they hap- 
pened to know. Certainly few of them selected a profession primarily as a 
means of acquiring wealth. Yet it is obvious that a professional man must 
make money if he is to survive and he must make it by the sale of intangible 
service. He very soon learns that he must guard against giving his service 
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away too freely. A man who runs a clothing store is not constantly impor- 
tuned by casual acquaintances and friends for free overcoats and free suits of 
clothes but almost everyone feels entirely at liberty to get professional advice 
without thinking of paying forit. It is intangible and seemingly costs nothing. 
Since man is master of the unspoken word only, an idea or plan once explained 
is available for any one who can put it to profitable use. The giving of free 
service by way of samples rarely pays, because when the prospective client has 
a matter on which he is willing to pay a fee he usually retains some other pro- 
fessional man, one who has pretended to be too busy to be bothered with any- 
thing not on a strict business basis. Accountants who are asked to discuss 
reorganization or other important plans on the chance of being retained to put 
them into effect should read ‘‘ The Merchandizing of Ideas’’ by Marvin Bower, 
9 Harvard Business Review 26. What is suggested there should protect both 
the accountant and the client. A proposed plan, developed after such pre- 
liminary study as is necessary, is outlined in written form and delivered sealed 
tothe client. At the same time an arbitrator is named by the accountant and 
the client and both of them agree to be bound by his decision as to what com- 
pensation should be paid for the plan. If the plan is what the accountant 
claims it to be, the arbitrator will decide that the full compensation agreed upon 
shall be paid for it; if it is less than that, he will fix a fair compensation. When 
advisable, the full compensation can be deposited in escrow subject to the 
arbitrator’s order. ‘“ Until the law, either by judicial or legislative action, is so 
changed as to offer protection to ideas, some makeshift legal device must be 
employed.” 


WHAT IS AC. P. A.? 


An observant passenger in a taxicab leaving one of New York City’s railroad 
stations will see a huge warning sign “Blow your horn.” Many invaders of 
New York apply that warning to themselves personally. Observation shows 
that that policy when adroitly followed spells success until (if one may 
be pardoned the mixed metaphor) some rude person pricks the bubble. The 
following yarn was told by one of THe JouRNAL’s readers and vouched for by 
him astrue. Recently an accountant was testifying in a supreme court action 
in the city of New York and on his direct examination he stated under oath that 
he was a certified public accountant. Under cross-examination he became a 
little vague as to how, when and where he obtained his certificate, but after 
some prodding he declared he had received it in the District of Columbia. 
Further prodding forced him to admit he had not received anything from the 
District of Columbia as such, but that he was a member of an organization 
known as an association of certified public accountants and that membership in 
it gave him the right to hold himself out as a certified public accountant. 
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H. P. BAUMANN, Editor 
AMERICAN INSTITUTE EXAMINATIONS 


|Note.—The fact that these solutions appear in THE JOURNAL OF ACCOUNT- 
ANCY should not cause the reader to assume that they are the official solutions 
of the board of examiners. They represent merely the opinions of the editor of 
the Students’ Department.| 


EXAMINATION IN ACCOUNTING THEORY AND PRACTICE—PArT I 


November 17, 1932, 1:30 P. M. to 6:30 P. M. 


The candidate must answer questions I and 2, 3 or 4 and 5 or 6. 


No. 6 (15 points): 

A joint-stock land-bank loan of $1,000 is repayable in 65 semi-annual instal- 
ments of $35 each and a final payment of $29.23 at the end of the 33rd year. 
These payments include interest at the nominal rate of 6 per cent. per annum 
compounded semi-annually. 

What is the amount of the balance at the end of the 20th year? Given at 
3 per cent.: 


ed . 3065568 (1-+2) 3. 2620378 
> .4636947 (1-+-12) * 2.1565913 
9% .4776056 (1+7) * 2.0937779 


What amounts of principal and interest respectively were contained in the 
fortieth payment? 


Solution: 

After 20 years the remaining payments constitute an annuity of 25 semi- 
annual payments of $35 each, plus one payment of $29.23; the unpaid bal- 
ance at the end of twenty years, then, is the present value of an annuity of 
$35 for 25 periods at 3 per cent., plus the present value at 3 per cent. of $29.23 
due 26 periods hence: 


(1—v%) 1 —.4776056 
- or 





=the present value of an annuity of 1 for 25 periods 


.03 o7 
at 3 70+ 
v® | or .4636947 =the present value of 1 due 26 periods hence at 3%. 
(1—.4776056) : 
Then $35 a +$29.23 (.4636947) = unpaid balance. 


Unpaid balance = $35(17.41315) + $13.55 
= $609.46+$13.55 


= $623.01 
Unpaid principal after 40th payment. ...................405. = $623.01 
a a da kk ne pada sens bee ee eaean ee = 35.00 


Amount of principal and accrued interest just before 40th pay- 
RS 6a Wei le ARN & AUPE NO Sse DE AUER ARON oe TEROR A AEEED = $658.01 











Students’ Department 








As this includes 3% interest, the principal due at that time may 








De Gee Ba Gt Bane kooks cba ccdccnnsbavsecees +1.03 
The principal due at the time of the 40th payment was........ $638 . 84 
The principal after the 40th payment was.................... 623.01 
Therefore the principal contained in the 40th payment was..... $ 15.83 
The interest was 3% om O65B.B4, OF... ovckcsccccceesscsss cece 19.17 
Together the two equal the total payment.................... $ 35.00 








While the above solution is the one most candidates would adopt, there are 
other methods of approach, some of which are given below. 
The unpaid balance is the amount which would have been due had no pay- 
ments been made, less the accumulation of the payments actually made: 
$1,000 (1+7)4° =the amount which would have been due. 
= $1,000 (3.2620378) 
= $3,262.04 


g35 Ut D 


rf 


=the amount accumulated by the 35 payments 


(3.2620378 —1) 
— 03 
= $35 (75.4012) 
= $2,639.04 
Then unpaid balance = $3,262.04 — $2,639.04 
= $623 
In an article by Edward Fraser, “Some problems in loan valuation simpli- 
fied,’’ which appeared in THE JOURNAL OF ACCOUNTANCY for December, 1925, 
page 438, the following formula is given for such problems (m being the number 
of payments made): 





Unpaid balance = : : 
i 4 oan 


(In this case) = $35 (5 — 3.2620378 


Instalment _ (inssteent — Original (1-44)m 


.03 03 

= $1,166.67 — (166.67 x 3.2620378) 

= $1,166.67 — $543.67 

= $623 

The first payment of $35 included 3 per cent. interest on $1,000 or $30 of 

interest, and the first principal payment was $5. The amount of interest con- 
tained in the second payment was less than $30, the difference being the amount 
of interest on the $5 of principal already paid; the second principal payment 
was larger than $5 by this same amount. Similarly, subsequent principal pay- 
ments consisted of $5 plus interest on the principal previously paid. Therefore 
the total of these principal payments at the 40th payment consists of the 
amount of anannuity of $5 for 40 periods at 3 per cent., and the unpaid balance is 


$1,000 —$s(2:220378-1) 


03 
= $1,000 —$5(75.4012) 
= $1,000 —$377 
= $623 
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EXAMINATION IN ACCOUNTING THEORY AND PRACTICE—ParT II 
November 18, 1932, 1:30 P. M. to 6:30 P. M. 


The candidate must answer questions 1 and 2, and any two of the three following 
questions. 


No. 1 (36 points): 

From the following data, you are required to prepare a consolidated balance- 
sheet of company A and subsidiaries, as at December 31, 1931, including an 
analysis of consolidated surplus for 1930 and 1931. 


1. Acquisitions Date Cost 
A—20 per cent. of stock of B Dec. 31, 1929 $180,000 
Oe ee ee Mar. 31, 1930 400,000 
—— ss hE hU Or USGS Sept. 30, 1930 270,000 


90 per cent. $850,000 


A—20 per cent. of stock of C Dec. 31, 1930 
——- <= ee he hl; Dec. 31, 1931 
A—95 ‘“* ‘* “ preferred stock of D Dec. 31, 1930 
A—80 — aoe Dec. 31, 1930 
A—20 “ ‘“ “stock of E Dec. 31, 1930 


. The profits of B for the year 1930 were earned as follows: 
First quarter $ 30, 
il ail a lp ne eR re ele 50,000 
Third an EEE Te hee ore 70,000 
Fourth 7 75,000 


$225,000 


. B drew a cheque for $5,000 in favor of A on December 31, 1931, which was 
not received and therefore not recorded by A until January 2, 1932. 


. Included in the inventories of B, at December 31, 1931, were goods pur- 
chased from A in 1931, amounting to $100,000, on which A had taken up a 
profit of 20 per cent. 


. A has included dividends received from B and E in its profits. 


. The preferred stock of A is 7 per cent. cumulative, and dividends have been 
paid thereon to December 31, 1931. The preferred stock of D is 6 per 
cent. non-cumulative and non-participating, and dividends have been 
paid to December 31, 1930. 


The balance-sheets of the several companies, as of December 31, 1931, were 
as follows: 


A B Cc D 
$ 100,000 $ 95,000 $ 25,000 $ 10,000 $ 30,000 
Receivables ,000 425,000 145,000 20,000 70,000 
Inventories j 400,000 100,000 50,000. 25,000 
Advances: 


100,000 
60,000 


Investments: 
In stock of B (90%) at cost......... 
aT El lth 
oa ‘ a ns ehaear 
** preferred stock of D (95%) at cost 
** common ow” ~ 
* stock of E (20%) at cost......... 


130,000 


450,000 150,000 100,000 50,000 
20,000 20,000 


$3,790,000 $1,660,000 $440,000 $200,000 $175,000 
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Liabilities and Capital A B ¢ D E 
De ob 4 a0 obsddnesheehes $ 535,000 $ 420,000 $155,000 $ 16,000 $ 60,000 
Advances: 

SE ere eee 110,000 
| SES ere ere ee 95,000 60,000 
Capital stock: 
Preferred—par value $100. oie 1,000,000 100,000 
. a ” IN aNd os cite 1,000,000 700,000 200,000 50,000 100,000 
urplus: 
Balances, December 31, 1929........ 880,000 100,000 18,000 
eas Aether ees einach 530,000 225,000 2,000 10,000 20,000 
— 3 eer 390,000 375,000 5,000 80,000 50,000 
Disttentes me preferred: 
EBLE ELL OREEEEEEET Te 70,000 6,000 
1931 Sulina eh nih kids Oa ae anes 70,000 
Dividends paid, common: 
March DS iting. a6 i bok o pecare 20,000 
Se 300,000 70,000 
7 St ébs cdneeebaeeeee 200,000 70,000 15,000 
$3,790,000 $1,660,000 $440,000 $200,000 $175,000 
Solution: 


Either of two methods for determining the eliminations to be made from the 
investment accounts and from the capital stock and surplus accounts in making 
consolidated working papers may be used in this problem: 

1. As the investments are carried at cost, eliminations may be made on the 

basis of book values at the dates of acquisition, or, 


2. The investment accounts may be adjusted to reflect the net changes in the 
surplus accounts of the subsidiary companies resulting from the profits, 
losses and payment of dividends during the period of stock ownership. 


The second method, in effect, results in the statement of the investment 
account as it would appear, if the practice of taking up the proportionate inter- 
est in the profits and losses of the subsidiaries had been followed. This method 
is used in this solution. 


Adjustment (1) 


Investment in stock of Company B.. ............. $359, 000.00 
Daren —E Oe Bia a 5 6ks ones cncessaviinesncs $359,000.00 
To record the proportionate net increase in Com- 
pany A’s investment in Company B, as follows: 
During the period from December 31, 1929, to 
March 31, 1930: 


Profit—first quarter, 1930...... $ 30,000.00 
Less: dividends paid, March 15, 
Be onedey bb doalinntcoaeen 20,000.00 
20.0 ve heeeeeee $ 10,000.00 
SOT, ibaa Wee... «5s i caccccvdccss $ 2,000.00 


During the period from March 31, 1930, to Sep- 
tember 30, 1930: 


Profit: 
Second quarter, 1930........ $ 50,000.00 
Third quarter, 1930......... 70,000 . 00 
ME cc ctckesonktimadens $120,000.00 
65% interest therein. .........0.000e0- 78,000.00 


During the period from September 30, 1930, to 
December 31, 1931: 
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Profit: 
Fourth quarter, 1930........ $ 75,000.00 
, 0 eS eee 375,000.00 
tice ce ietebuevawenus $450,000.00 


Less: dividends paid: 





December 15, 1930.......... $ 70,000.00 

December 15, 2961 .........2. 70,000 .00 
ai pean aaie wiredal '$140,000 00 
Se $310,000 00 
90% interest therein...... Ma cconeccee Gateaee 
Daina rite trean Didi cemenauecatans $359,000.00 


Adjustment (2) 
Investment in stock of Company C............. $ 1,000.00 
a ee rere $ 1,000.00 
To record the 20% interest in the profit 
($5,000) of Company C for the year 1931. 
At December 31, 1931, the balance-sheet of Company D showed: 


Preferred etock. .... . .........000- $100,000 .00 
I, 66.6: '04 oan sew acee te 50,000 .00 
WR i i cons vy cehecil cattle $150,000.00 
SES ee eee ee 76,000 .00 
SET OOT ECO TOE $ 74,000.00 


The treatment of the deficit depends upon the rights of the two classes of 
stock. As the problem does not state that the preferred stock is preferred as 
to assets, it must be assumed that the holders of both classes of stock would 
share proportionately in the assets in the event of dissolution and liquidation. 
Therefore, 34 of the deficit of $76,000, or $50,666.67 is applicable to the 
preferred stock. 

Adjustment (3) 


Surplus—Company A................0000eeeee $ 48,133.33 
Investment in preferred stock of Company D.. . . $ 48,133.33 
To record the 95% interest in the deficit of 
Company D applicable to the holdings of pre- 
ferred stock of that company. 


Adjustment (4) 
No dsc cn sserkbwawas weiss 23,466.67 
Investment in common stock of Company D.. . 23,466.67 
To record the 80% interest in the decrease in 
the book value of Company D applicable to the 
common stock holdings of Company A as fol- 
lows: 
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Loon Gor wane 9984... sicnsdces $80,000 .00 
Deficit applicable to preferred 
stock holders. ...........:.. 90,666.67 
Applicable to common stock.... $29,333.33 
80% interest therein......... $23,466.67 


The problem requires the candidate to prepare a consolidated balance-sheet 
of Company A and “subsidiaries.’’ The definition of a subsidiary company 
according to the preliminary report of a special committee on terminology of 
the American Institute of Accountants is “a company, the voting stock of which 
is fully owned, or nearly so, by another company, to which the first company 
is a subsidiary.” In this solution, the accounts of Company E are not con- 
solidated, because the 20 per cent. interest of Company A in the stock of Com- 
pany E does not represent control. 


Adjustment (5) 


Daa TD oie <.x.0:. 6 os os een eee $ 5,000.00 
To adjust the accounts of Company A for the 

cheque for $5,000 drawn by Company B on 

December 31, 1931, which cheque was received 

by Company A on January 2, 1932. 


Adjustment (6) 


Surpien Comma A. ona sc ccvdescebsesentect $ 18,000.00 

Reserve for unrealized profit in inventories... .. . $ 18,000.00 
To adjust for the unrealized profit in the in- 

ventory of Company B. As Company A held a 

90% interest in Company B, the profit on the 

$100,000 in the inventory of the latter company 

at December 31, 1931; applicable to the parent 

company (90%) should be set aside as a reserve. 

The remaining profit applicable to the 10% 

minority interest may be considered as a sale to 

“ outsiders.” 


Eliminations: 

(a) Advances from B to A and C 

(b) Advances from B to D 

(c) 90% of book value of Company B 

(d) 20% of book value of Company C 

(e) 60% of book value of Company C 

(f) 95% of preferred stock and deficit ap- 
plicable to preferred stock of Com- 
pany D 
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18,000.00 


1.632.600 00 84.750.800 oo 





18,000 .00 
$454,600 00 





(6) 





Reserve for inter-company profits.... 


$454 .600 00 


ae aieettatmaae 
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(g) 80% of book value of common stock of 
Company D as follows: 


80% of common capital stock of..... $ 50,000.00 = $40,000.00 
80% of deficit applicable to common 
stock: 
a Ee ER NPN PPE! 76,000 .00 
Applicable to preferred stock... .. 50,666 . 67 
Applicable to common stock... .. $ 25,333.33 
POE re Ce 20,266 .67 
PE ee eee $ 19,733.33 
Exhibit A 


Company A AND SUBSIDIARIES 
Consolidated balance-sheet—December 31, 1931 


Assets 
Current Assets: 
Siete) 3s sith enacts beeen $ 235,000.00 
ee ee 1,130,000 .00 
es $1,050,000 .00 
Less: reserve for inter-company 
A: + citsaiehageekeene 18,000.00 1,032,000.00 $2,397,000 .00 





Investment in stock of company 


ho. gg Seeniee 15,000 .00 
ree 2,200,000 .00 
SEES oak ceccctacens save 120,800 .00 

$4,732,800 .00 





Current liabilities: 
TN UI. 6655 5 ea oo VV hes dean 
Minority interests: 


$1,126,000 .00 


Capital 
stock Surplus Total 
Company: 
B—com. (10%) . $ 70,000.00 $ 54,000.00 $124,000.00 
C—com. (20%) . 40,000 .00 5,000.00 45,000.00 
D—pfd. (5%)... 5,000 .00 2,533 . 33 2,466.67 
D—com. (20%) . 10,000 .00 5,066 .67 4,933 .33 





Sere $125,000.00 $ 51,400.00 $176,400.00 176,400.00 
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Net worth: 
Capital stock: 
Preferred, 7%, 





cumulative... . $1,000,000 .00 
Common....... 1,000,000 .00 
Total capital 
ae $2,000,000 .00 
Surplus (exhibit B) 1,430,400 .00 $3,430,400 .00 
$4,732,800 .00 


Exhibit B 
Company A AND SUBSIDIARIES 


Analysis of consolidated surplus for the period January 1, 1930, to 
: December 31, 1931 
Balance, Company A—December 31, 
Rh Saree eer ree $ 880,000.00 
Add: 
Profits for the year, 1930: 
Company A (after deducting divi- 
dends received from Company 
chinks han tube cndheeetneee $463,000 .00 
Company B (applicable to Com- 
pany A): 
First quarter (20% of $30,000). $ 6,000.00 
Second quarter (65% of $50,000) 32,500.00 
Third quarter (65% of $70,000) 45,500.00 
Fourth quarter (90% of $75,000) 67,500.00 151,500.00 614,500.00 








OE Ee $1,494,500.00 
Less: 
Dividends paid: 
nn ERT E TT eeee $ 70,000.00 
Gameeenaieee. . ............ a 300,000.00 370,000.00 
Balance, December 31, 1930........ $1,124,500 .00 
Add: 


Profits for the year, 1931: 
Company A (after deducting divi- 
dends received from Company 





ee ee ee $327,000.00 

Company B (90% of $375,000)... . 337,500.00 
Company C (20% of $5,000)..... 1,000.00 665,500.00 
0 $1,790,000 .00 
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Less: 

Loss for the year, 1931, of Company 
D applicable to Company A (see 
adjustments numbers 3 and 4). . . $ 71,600.00 

Reserve for inter-company profit in 
NE ois ves anc cacanca deen 18,000 .00 

Dividends paid: 
Preferred eteck. . . 2... ccc cee $ 70,000.00 
IIE s Sins eds dev wcncae 200,000.00 270,000.00 $ 359,600.00 





Balance, December 31, 1931......... $1,430,400 .00 


As this problem does not require the candidate to furnish working papers as 

a part of his solution, considerable time may be saved by: ‘ 

1. Cross-adding on the statement of the problem given to the candidate, the 
cash, receivables, inventories, investment in stock of Company E, fixed 
assets, goodwill, and accounts payable, 

. Increasing the cash by the amount ($5,000) in transit, 

. Dropping out the inter-company advances which are now in balance, 

. Setting up the reserve for inter-company profit in the inventory, 

. Dropping out the reciprocal accounts; i.e., the investment accounts in the 
subsidiaries and the capital stock and surplus accounts of the sub- 
sidiaries, 

6. Taking up the goodwill arising through the consolidation and the minority 

interests as computed below. 


ne Ww db 


It would be well, however, for the candidate to include as a part of his solu- 
tion, in addition to the balance-sheet and analysis of consolidated surplus as 
required, statements showing his determination of the goodwill and minority 
interests. 

“ Positive” goodwill is the excess of the purchase price over the proportionate 
interest in the net assets, or book-value of the subsidiary at the date of ac- 
quisition. ‘ Negative’’ goodwill is the excess of the book-value over the pur- 
chase price. Any statement prepared by the candidate which clearly shows 
an accurate determination of such goodwill should suffice. 


Statement showing computation of goodwill 
Book value 


Propor- 
tionate Purchase 
Total _ interest price Goodwill 





Acquisition by Company A of stock 


of Company B: 
Es 00's 00 04 ts toetes $700,000 
Surplus at December 31, 1929....... 100,000 


Book value at December 31, 1929.. $800,000 
SEE s cc cevixsdvacdetes $160,000 $ 180,000 $20,000 
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Profit first quarter, 1930........... $ 30,000 
_ EY RSRERT Pape te eae Sen moe $830,000 
Dividend paid, March 30, 1930..... 20,000 
Book value, March 31, 1930...... $810,000 
NS oc asia ate chd as 
Profit: 
Second quarter, 1930............ 50,000 


‘Reed quaster, 1990... ......... 70,000 


Book value, September 30, 1930... $930,000 


PODS ii disicaciocuowns 
NY Sx sass ack gab ate apa 


Acquisition by Company A of stock 
of Company C: 


I nn aca vheees0xks $200,000 
Surplus, December 31, 1929. ..... 18,000 
SR I UNI 6a, 6: dcdcdc eens eas 2,000 


Book value, December 31, 1930. $220,000 


i POTEET TCT 


Acquisition by Company B of stock 


of Company C: 
SS aaron $200,000 
Surplus, December 31, 1929...... 18,000 
Profits: 

DDR aShis aes sacdabenine 2,000 

eR iat tlciie tiaras nt elated 5,000 


Book value, December 31, 1931 $225,000 
Is 3. POs 2 srcieien 


Acquisition by Company A of stock 
of Company D: 


I si 4 wikia, wi cceundlee $ 50,000 
ER tee 10,000 
RE ae ee ne $ 60,000 


$364,500 $400,000 $35,500 


232,500 270,000 37,500 





$757,000 $ 850,000 $93,000 





$ 44,000 $ 40,000 $ 4,000 





$135,000 $ 130,000 $ 5,000 
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Dividends paid, 1930........... $ 6,000 


Book value, December 31, 1930. $ 54,000 


oe ere $ 43,200 $ 40,000 $ 3,200 





(eres Drees ee $979,200 $1,060,000 $80,800 





The amount of goodwill arising through the consolidation ($80,800) should 
be added to the stated goodwill ($40,000) given in the problem. The total 
($120,800) is the amount shown in the consolidated balance-sheet, Exhibit A. 

The amount of the minority interest is ascertained by multiplying the book 
value of the subsidiary at the balance-sheet date by the percentage of such 
minority interest. Any change in the percentage of such interest previous to 
the balance-sheet date is ignored. 


Statement showing computation of minority interests 
Minority interest 














December 31, — A ~ 
1931 Per cent. Amount 
Company B: 
CR sn 6 06s dnesnnes ene $ 700,000.00 10 $ 70,000.00 
III: 5 6: 4::c Sir wtiret aea ereteoe eects 540,000 .00 10 54,000 .00 
Totals, Company B......... $1,240,000 .00 $124,000 .00 
Company C: 
CORE. iki. si cs ins $ 200,000.00 20 $ 40,000.00 
IS, 6 i. 4s otek e ebb acadcvues 25,000 .00 20 5,000 .00 
Totals, Company C......... $ 225,000.00 $ 45,000.00 
Company D: 
Capital stock: 
PE, ci. nkidcaangcceeeeeen $ 100,000.00 5 $ 5,000.00 
ee  ETECT RC, OR 50,000 .00 20 10,000 .00 
Deficit: 
IDs inst omuigieneee 50,666 .67 5 2,533 .33 
REO Seer eee 25,333 .33 20 5,066 .67 
Totals, Company D......... $ 74,000.00 $ 7,400.00 
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Book Reviews 


VALUATION OF REAL ESTATE, by Freperick M. Bascock, McGraw- 
Hill Book Co., New York. 593 pages. 


To one who has for many years been closely connected with real estate of 
many kinds, devoted to many purposes, the question has frequently arisen, 
Can it be valued? 

The author of the present volume describes himself as having been in the past 
a partner in a consulting firm, and being at present an associate in the bureau of 
research of the university of Michigan, diverse experiences which should lead 
to a happy combination of practice and theory. 

The book deals with methods of valuing real estate, the correctness of those 
methods depending entirely upon the arguments presented, not on the sanction 
of authorities, and the author lays some stress upon the fact that the book 
treats of valuation methods rather than valuation data, a distinction of im- 
portance, for the former may be regarded as permanent, while appraisal data 
are subject to change with the passage of time and with varying conditions. 

The author states “there is but one theoretically correct method of valuation 
. . . described in the following manner: 

“The theoretical method of valuation commences by studying the future 
utility of the property—that is, by forecasting the returns to be expected from 
the entire productive unit, the returns to land being residual under the highest 
and best use, and the building returns, if the building is not the highest and best 
use, being made residual after the land return. The method proceeds, by dis- 
counting, to a calculation of the present value of the net returns, the building 
returns being for finite building lives, and the land returns being extended to 
perpetuity. In the method, the building value is so determined that the pre- 
dicted building return provides both interest and a return of the capital value 
over the building life. Rates are determined in the market.” 


In the introduction it is admitted that appraisal can not be an exact science, 
but rather one of judgment, and the methods suggested are for the purpose of 
enabling the appraiser to form a sound judgment. Not only has the present 
to be considered but, frequently, the past and always the future. In addition 
is the unique condition that real estate can not be moved but must be used 
in situ. 

Necessarily, the question of what constitutes “value”’ is discussed, together 
with its relation to cost; and the nature of the various data and the way in 
which they are affected by local trends, population, social factors, architecture, 
mortality of buildings and management, are all considered. 

The theory of valuation is based on: (1) economic thought and observed 
economic facts; (2) the valuation procedure which these imply or call for; and 
(3) comments and collateral conclusions; while the mathematics involved in- 
clude those relating to compound-interest functions and to probabilities. 

The author discusses the correct methods of valuation under seven heads. 
The correct methods are illustrated by applying those which are appropriate to 
seven different cases, namely: (1) a store and office building; (2) a parking lot; 
(3) hotel property; (4) theatre property; (5) factory property; (6) house prop- 
erty; (7) a library. 
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The methods of estimating the earnings and expenses in each case are dis- 
cussed and explained, and illustrated by schedules, and these are followed by 
estimates of the above various classes of property under varying conditions, set 
out in sufficient detail to enable the reader to follow the calculations without 
effort. These appraisals include examples on leased lands and on those held in 
fee simple and the examples are taken from buildings erected in various places. 

The last part of the book contains a discussion of some of the details of valua- 
tion procedure, such as depreciation, obsolescence, life of buildings, risk and 
interest rates, determination of fractional rates, land value by comparison, 
valuations exclusive of land, valuations for specific purposes and notes on the 
accuracy of valuations. 

While much has been written on the subject of land valuation in the past 
twenty years, it is probably true that, even today, the great majority of ap- 
praisals are made by the comparison method, based upon similar properties in 
adjacent or similar neighborhoods, while appraisal companies, making many 
of the larger and more important appraisals, usually emphasize the “cost of 
reproduction”, “new” and “sound value” as the factors which may be accu- 
rately measured or determined and from which others may be calculated. 

There can be no doubt that much rule-of-thumb work has been done in the 
past and is still being done, which emphasizes the desirability of having some 
means of checking results so obtained. It is not improbable that some of the 
more old-fashioned valuers may be inclined to laugh at some of the refinements 
suggested by the author. They may say it is impossible to make any prediction 
of what results will be twenty, thirty or fifty years hence; that interest rates 
can not be determined, and that depreciation is a delusion and a snare. Even 
so, an appraiser has to express an opinion—even as has the accountant—and 
to state what he believes; therefore it is worth much for him to have some means 
of confirming his results and some method to place him in a position where he 
is ready always to give an answer to every man that asketh him a reason of the 
hope that is in him. 

This book presents such a method; it is logically arranged and clearly ex- 
pressed, while the numerous examples and charts which illustrate it are well 
designed and well presented: to anyone who is concerned with such valuations 
it offers great value, for it is a scholarly production. The general practitioner 
in accountancy usually accepts gratefully—and too often blindly—any ap- 
praisal which is offered to him which has an official appearance and which ap- 
pears to be reasonable. The question whether or not an accountant which 
concern himself with such appraisal is akin to the question as to the extent to 
which he should be responsible for inventories. However, the appraisal of real 
estate is far more complicated than determining the values in an inventory, and 
depends upon many factors—such as interest rates, depreciation, obsolescence, 
etc., which form a portion of the accountant’s regular diet. 

WALTER MuUCKLOW 


PRACTICAS, ORGANIZACION Y CONTABILIDAD BANCARIAS 
(Banking practice, organization and accounting), by Roperto Casas 
ALATRISTE. Editorial ‘‘ Cultura,’’ Mexico City, Mexico, 1932. 350 pages. 

The foreword states that the book is an elaboration of a series of articles 
which were to have been published several years ago in a Mexican magazine 
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by the Association of Mexican Bankers. Only a part, however, of these articles 
appeared in print and the author has taken this opport::nity to revise and 
augment them, and to introduce provisions called for by the new monetary 
(banking) law of July 25, 1931, amended later by the law of March 9, 1932. 

The book deals with the law and banking methods of Mexico only. Never- 
theless, as treatises on bank accounting are rare in the Spanish language, people 
of other Latin-American countries who are interested might well profit by a 
perusal of it. The author is a member of the faculty in the banking school of 
the Bank of Mexico, specializing in the higher branches and, therefore, his book 
is written somewhat in text-book style, but it is not too verbose. It is well 
indexed. 

He presents first a study of the functioning of a credit institution, referring 
frequently to the law, giving chapter, title and article, but confining himself 
for the most part to banks of deposit and discount. He next explains the 
component parts of a balance-sheet, from which he leads up to the balance- 
sheet of a banking institution in particular, where, after considering the form, 
he takes up the verification of assets and liabilities and the calculation of the 
necessary reserve. 

There are several charts which show the organization of a bank of deposit 
and discount, the postings of deposits and cheques, and the books thought to be 
essential in recording the transactions. The work is not overloaded with 
superfluous forms, but those presented seem to be ample for the purpose. 

Separate chapters deal with the several departments for cash, deposits, 
credit, foreign exchange and collection. The transactions and relative ac- 
counts of each are set forth in considerable explanatory detail. 

Taken altogether, it is a satisfactory work. 

L. D. MapPEs. 
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Accounting Questions 


[The questions and answers which appear in this section of THE JOURNAL OF 
ACCOUNTANCY have been received from the bureau of information conducted 
by the American Institute of Accountants. The questions have been asked 
and answered by practising accountants and are published here for general in- 
formation. The executive committee of the American Institute of Account- 
ants, in authorizing the publication of this matter, distinctly disclaims any 
responsibility for the views expressed. The answers given by those who reply 
are purely personal opinions. They are not in any sense an expression of the 
Institute nor of any committee of the Institute, but they are of value because 
they indicate the opinions held by competent members of the profession. The 
fact that many differences of opinion are expressed indicates the personal nature 
of the answers. The questions and answers selected for publication are those 
believed to be of general interest.—Ep1rTor.] 


TREATMENT OF INVENTORIES IN INTER-COMPANY ACCOUNTS 


Question: We find there is a difference of opinion as to the proper treatment 
of the profit on inventories in consolidated statements when there is a minority 
interest. We are familiar with the several text-books which treat the subject 
and with the arguments upon which their several opinions are based. But 
what we would like to learn is which method is adopted most frequently by 
accountants who in practice are called upon to handle this question. 

The question deals with the following cases, in which a minority interest in 
the subsidiary is assumed. 


A. Inventory in the hands of the subsidiary sold by the holding company. 
Treatment proposed: 
1. Eliminate all the profit against the holding company’s surplus. 
2. Eliminate a percentage of profit against the holding company’s 
surplus based on the percentage of subsidiary stock in the 
holding company’s possession. 
B. Inventory in the hands of the holding company sold by the subsidiary. 
Treatment proposed: 
1. Eliminate all the profit against the holding company’s surplus. 
2. Eliminate all the profit and apply the reduction against the hold- 
ing company’s surplus and the minority interest in amounts 
proportioned to their respective interests in the subsidiary’s 
surplus. 
3. Eliminate a percentage of profit against the holding company’s 
surplus based on the percentage of subsidiary stock in the 
holding company’s possession. 


Answer No. 1: We may say that we have found in each of the two kinds of 
cases cited that the method most frequently adopted in general practice is to 
eliminate all the intercompany profit against the holding company’s surplus. 
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Of course, the practice of eliminating all of the unrealized intercompany 
profit in the cases in question may be criticized on theoretical grounds. How- 
ever, because of the fact that the accounts of partly owned subsidiary com- 
panies are not usually consolidated with the accounts of the parent company, 
unless the percentage of the minority interest is small, it follows that the amount 
of intercompany profit in the inventories which would be applicable to such 
minority interest would also be relatively unimportant. 

Answer No. 2: Our policy with respect to the adjustment of inventory valua- 
tions of merchandise sold to or purchased from a subsidiary would be to reduce 
the values of all stocks on hand in the consolidated accounts to either cost or 
market values, thereby eliminating all inter-company profits, the profit so 
eliminated to be charged against the parent company’s surplus and the inven- 
tories correspondingly reduced. 

In the consolidated balance-sheet, we would prefer to show under the caption 
of liabilities, as representing the interests of minority stockholders, such per- 
centage of the capital stock and the subsidiary’s surplus as the number of 
outstanding minority shares represented of the total shares issued by the 
subsidiary. 

We assume that the inter-company billing prices have been made on a rea- 
sonably sound basis, not above the realizable prices to customers, and we think 
in the circumstances the minority stockholders are entitled to their pro-rata 
share of the surplus indicated on the subsidiary company’s books and that this 
equity should correspond with that shown in the parent company’s accounts. 


CAPITALIZATION OF BOND DISCOUNT AS CONSTRUCTION COST 


Question: A public-utilities corporation undertook the construction of addi- 
tional facilities for the purpose of effecting greater efficiency and economies in 
operation. The funds were obtained from temporary loans, the interest being 
charged to the cost of the project during the period of construction and until 
the facilities were placed in service. Immediately thereafter it became neces- 
sary to re-finance the temporary loans by a bond issue which, owing to the 
depression in the market, was sold at a discount of 10 per cent. as compared 
with the usual 5 per cent. under normal conditions. The corporation is of the 
opinion that the excess of 5 per cent., due to abnormal market conditions, should 
be capitalized as part of the cost of the project, leaving the residue of 5 per cent. 
to be amortized over the life of the bonds. 

The accountant does not agree and is of the opinion that such treatment is 
not conservative for the reasons that (1) the cost of the project should include 
only interest during construction and (2) the project was undertaken with the 
object of effecting greater economies in operation as reflected in lower operating 
costs and enhanced net income; consequently, the full discount of 10 per cent., 
although sustained during a period of depression in the market, is a proper 
charge to be amortized against the income from operation over the period in- 
dicated by the life of the bonds. 

Answer No. 1: Utility corporations are usually permitted to capitalize the 
cost of obtaining money for construction purposes. In the case submitted by 
your correspondent, however, the whole interest on the temporary loans re- 
quired for construction purposes was capitalized and therefore it would not 
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appear proper to capitalize an additional amount of interest. The usual prac- 
tice would be to amortize the entire discount of 10 per cent. over the life of the 
bonds. Unless the law and regulations to which the utility in question is sub- 
ject contain any requirement to the contrary, we think the full discount of 10 
per cent. should be amortized over the life of the bonds. 


Answer No. 2: We believe that it is difficult, if not impossible, for anyone to 
state with such exactness that 5 per cent. bond discount is normal and that the 
remaining 5 per cent. is abnormal. Furthermore, even if 5 per cent. is ac- 
knowledged as a normal discount and the remaining 5 per cent. is considered 
abnormal, such abnormality should not, in our opinion, justify the inclusion of 
5 per cent. as a part of the construction cost of the facilities to be amortized or 
depreciated as a part of such facilities. There is little distinction, so far as the 
corporation is concerned, between the bond discount and the yearly interest 
payments onthe bonds. Both are cost of money or interest. It follows, there- 
fore, that if the bond issue had been made at the time construction was started, 
the corporation would have been justified in charging such part of the bond 
discount amortization as related to the period of construction to the construc- 
tion cost of the facilities as a part of the interest cost during construction. 

The question quoted in your letter does not give the reason or reasons ad- 
vanced by the corporation in justification of the capitalization of the 5 per 
cent. bond discount considered as abnormal. Perhaps the reason advanced is 
that the same conditions which led to an abnormally high bond discount also 
permitted the corporation to construct the facilities at lower than usual prices. 
However, this assumption may not be true inasmuch as apparently construc- 
tion was started without the knowledge that such a discount at 10 per cent. 
would be required. 
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